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Fueling Concerns 



With oil hovering around $130 per barrel, the recent surge in price has raised 
fears that higher energy costs will worsen the growth outlook for the U.S. and 
further impact troubles in housing, credit and the broader economy. While the 
full impact has yet to be seen, higher energy prices remain a matter of utmost 
importance to investors and consumers alike and will remain an issue to watch 
very closely. 

This week's Must Read comes from our Chemicals analyst P.J. Juvekar who 
takes a closer look at the impact of higher oil prices on his group. In the piece 
titled "A 'Survival Guide' for $130 Oil," P.J. outlines his investment thesis and 
identifies where investors should focus. Staying with the oil theme, we highlight 
a comment from Auto & Auto Parts analyst Itay Michaeli discussing the 
headwinds facing the industry and his downgrade of General Motors from Buy 
to Hold and upgrade of American Axle from Hold to Buy. 

Finally, we build on our retailing commentary with the initiation of the Office 
Supply Retailers. Apparel, Footwear & Textiles analyst Kate McShane initiated 
coverage of three names with Staples as her one Buy. 

Archie Foster, 



Product Manager — CIR Americas 

Your comments and suggestions are welcome; 

please email USPortStrat@Citi.com 
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Macro / Commentary 
U.S. Equity Strategy 

This article is an excerpt from our 

May 23, 2008, note (see extended version 

for details). Smith Barney Financial 

Advisors should call 212-816-1580 with 

questions. 



Earnings Stress Means More Market Risk 

Tobias M. Levkovich 

■ The investment community is likely to hear a different tone of business. Most 
industrial companies have enjoyed relatively good North American business 
trends, excluding the housing sector. Yet, this strength should show 
meaningful signs of strain during the next few months, given the normal lag 
of credit conditions leading corporate investment activity. 

■ Commercial and Industrial loans pattern themselves after credit standards. 

With banks tightening up credit standards to typical recession levels, one 
should expect to see a sharp deceleration and ultimately decline in C&l 
loans, with a commensurate impact on company revenues. While this may 
have been a bit delayed by companies drawing down all remaining credit 
lines, given a less-than-accommodative bond market, it seems implausible 
to suggest that the typical relationship will not resume. 

■ Equities do not seem to be reflecting likely downward earnings revisions. 

Earnings estimate revisions show that the percentage of downward revisions 
is still well above trends normally associated with recessions. Moreover, the 
surprising, although sustained, upward trajectory of oil and gasoline prices 
must be pressuring global economic growth prospects, and thereby 
corporate profits, outside of the Energy sector. 

■ Oil prices appear extended even against other commodities. Higher energy 
prices are having negative repercussions for other parts of the economy, but 
the oil super spike has generated extreme outperformance relative to other 
real assets that does not seem sustainable. 

Economic Concerns 

In some respects, the argument is becoming somewhat old, but the data is 
compelling. Tighter credit standards argue for weak corporate investment in 
human capital (jobs), physical capital (capital spending), and working capital 
(industrial activity), and we strongly doubt that this time is different. 
Furthermore, economic developments abroad, especially in Europe, are not 
encouraging (see our May 19 "Eye on Europe" report). The unrelenting upward 
climb of oil prices is stressing the global economy even more. In addition, Citi 
economists estimate that as much as 75% of the U.S. tax rebate checks will be 
absorbed by higher energy costs at the consumer level, blunting their benefit. 

As can be seen in Figure 1, lending standards deeply impact commercial and 
industrial loan trends; thus, one should expect a major deceleration in 
outstanding loan growth, and ultimately a decline year over year, as 2008 and 
2009 progress. To some degree, we think there has been a bit of a lag, as 
many companies have drawn down on their lines of credit to offset the inability 
to secure new loans or issue bonds as easily as was done a year or two ago. 
Nonetheless, the lag impact is still something that many investors do not seem 
to fully grasp. There appears to be roughly a nine-month delay between 
financing and spending activity such that strong 1Q08 business trends 
reflected an easy financing environment in 2Q07, in many cases. However, 
credit markets suffered their first subprime contagion shocks in the July- 
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August period, and credit availability and low costs thereof have deteriorated 
since. Simply put, the economy is now entering that nine-month lag period and 
the tone from Corporate America is likely to be more muted and far less 
sanguine about second half outlooks, in our opinion. 

Yet, despite the run-up in oil prices and the associated global economy risks, 
equity indices generally have marched higher despite a few tough days this 
week (a scenario that very few would have predicted six months ago — indeed, 
$135 oil would have left many investors gasping for breath). In our opinion, this 
kind of complacent sentiment (see the Panic/Euphoria Index in Figure 2) 
argues forcefully that the next downward inflection point of our "W" view of the 
market for 2008 has begun or is imminent. 



Figure 1. FRB Survey: Banks Tightening Loans to Large Firms vs. C & I Loans 
in Bank Credit: All Commercial Banks — Two-Year Lead 



Figure 2. The Panic/Euphoria Model (Other PEP 
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Impact on Earnings 

Earnings estimates remain high around the Street and need to get trimmed. 
Fortunately though, most of the clients we talk with do not believe those 
figures, with our client survey from a few weeks back implying that a majority of 
institutional investors anticipate a 5%-10% decline for S&P 500 earnings in 
2008. Thus, one might conclude that downward estimates revisions are already 
embedded in equity markets. 

Unfortunately, the evidence is not supportive of that impression. The likelihood 
of downward earnings revisions is growing both here and abroad. This is 
worrisome because stocks generally trade down when estimates are clipped, 
and often trade up when they are revised higher (see Figure 3). As a reminder, 
CIR's European equity market strategists expect 2008 earnings to decline 10% 
in the Eurozone, and we do not think that this is the general view of U.S. 
analysts who cover companies that generate a good chunk of their business in 
Europe. While the weaker dollar helps, the year-over-year decline in the 
greenback relative to the euro will likely diminish as the year progresses, 
assuming that the dollar is stabilizing (see Figure 4). Upward Energy sector 
earnings revisions (commensurate with higher oil and gas prices) are 
supportive of overall S&P 500 absolute earnings levels. However, companies 
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within the nine other sectors of the index will most likely suffer downward 
earnings revisions as a result, dragging down the percent of total revisions. 



Figure 3. S&P 500: Upward Revisions as a % of Total vs Current Constituents Figure 4. US$/Euro Y/Y % Change (June-December 2008 estimated) 
Performance 




- Upward Revisions • 
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Source: FactSet and Citi Investment Research - U.S. Equity Strategy 



Note: June-December 2008 year-over-year growth estimates assume constant May 
2008 US$/Euro relationship 

Source: Haver Analytics and Citi Investment Research - U.S. Equity Strategy 



Additionally, our Leading Profits Indicator (LPI), which usually precedes actual 
S&P 500 EPS trends by six to nine months, has dipped lower (see Figure 5), 
strongly suggesting further earnings weakness. The LPI is comprised of various 
factors including leading economic indicators, both input and output prices, as 
well as industrial activity. Given our sense that Financials have suffered 
mightily already and should experience fewer losses (along with easier 
comparisons into 2H08), the weakness in earnings is much more likely to come 
from the real economy, specifically the industrial economy. 

Energy Price Impact 

Intriguingly, the arguably inverse relationship between oil and the equity 
markets has been changing to some degree as the two have been moving up in 
tandem lately, with the Energy sector having a beta of better than l.O. 
However, rising oil prices continue to pressure the earnings outlook, and it is 
slipping into areas that are well beyond financial stocks, consumer names, and 
housing, where investor expectations are already low. Most investors are 
already deeply worried about the impact of home prices declines, job losses, 
and higher gas prices at the pump on consumer spending and credit problems 
within the banking sector, but they may not have considered the impact of 
higher energy prices elsewhere in the economy. 

As might be readily expected, the transportation sector (especially the airline 
industry) is vulnerable, but so is waste industry (as garbage collection requires 
lots of trucks) and areas like mining and materials processing. Cruise lines face 
energy cost pressures, but so do the paper and chemical industries. In our 
opinion, the less obvious exposures can prove to be riskier for investors, as 
they may not be fully built into investment community expectations. 
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One has to wonder what price needs to be reached to cause a major global 
economic recession, but it seems that it is rapidly being approached. In the 
most recent past, we have seen prices of assets climb to what seemed 
stratospheric levels before gravity set in. Some Wall Street professionals 
blamed the Fed for piercing the tech bubble in early 2000 by removing its Y2K 
liquidity boost, while home prices ran up with various arguments (many of 
them rational at the time), supporting further gains. In many respects, we are 
beginning to view similar themes in the commodity world. A powerful demand 
thesis amid more limited supply initially drives up commodity prices, and their 
gains bring in more believers who buy more, while the momentum chasers 
become adherents too. Finally, the last holdouts give in to the pressures of not 
wanting to miss out (or underperform). Indeed, a few investors we talked with 
this past week could not see how they could be mistaken about further Energy 
sector gains. 

In this context, we sense that we are entering that last phase in the 
commodities trade of "nothing can go wrong" and one just has to be positioned 
there irrespective of valuation parameters, ebullient sentiment and earnings 
expectations, even though these higher prices ultimately sow the seeds of 
future negative developments. Indeed, oil as an asset class has dramatically 
outperformed stocks, which isn't that surprising to any observer. But, oil has 
sharply outpaced many other commodities, such as copper, gold, and wheat. 
One could interpret these charts as suggesting that one might want to buy 
other commodities versus oil, but it is hard to make that case if the economy is 
slowing. Admittedly, it is always challenging to call the top of any asset's 
ascent, but the risks are becoming more and more apparent, in our opinion, 
with the potential for incremental reward becoming less obvious. 

Figure 5. CIR's Leading Profits Indicator vs. Quarterly S&P 500 EPS 
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Index Targets and Portfolio Weighting 2008 Targets: DJIA — 13,950 S&P 500 — 1 ,550 
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Citigroup Strategist's Rationale 


Consumer Discretionary 


8.9% 
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9.8% 




Autos & Components 


0.5% 




0.4% 


Challenges on business fundamentals remain; unattractive valuation. 


Consumer Durables & Apparel 


1.1% 


0 


1.1% 


Unattractive valuation; EPS estimate revisions have been trending higher, still cautious towards homebuilders. 


Consumer Services 


1.5% 




1.2% 


Unattractive valuation; slowing corporate profit growth negative for Hotels; overall revisions trends appeared to have bottomed 


Media 


3.1% 


+ 


3.7% 


Attractive valuation; rising upward EPS estimate revisions; seen as deeply challenged group. 


Retailing 


2.8% 


+ 


3.4% 


Attractive valuation; EPS estimate revisions have troughed, high short interest and out-of-favor group. 


Consumer Staples 


11.4% 




9.9% 




Food & Staples Retailing 


3.3% 
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3.3% 


Unattractive valuation, high short interest, earnings revisions could be headed higher. 


Food Beverage & Tobacco 


5.8% 




4.7% 


Unattractive valuation; group typically underperforms during post-bubble trading rallies. 


Household & Personal Products 


2.4% 




1.9% 


Usually underperforms during rallies and typically underperforms in the first half of the year; valuation still unattractive. 


Energy 


14.0% 




11.4% 




Energy 


14.0% 




11.4% 


Valuation is negative; earnings revisions trends are neutral; proprietary economic model suggests risk to these names. 


Financials 


15.7% 
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18.7% 




Banks 


3.1% 


+ 


3.8% 


EPS estimate revisions seem to have troughed; most out-of-favor group with sell-side analysts. 


Diversified Financials 


7.6% 


+ 


9.4% 


Spike in short interest; attractive valuation; EPS revisions trends have troughed. 


Insurance 


3.7% 
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4.5% 


EPS estimate revisions trends are near a bottom; valuation appears attractive; short interest is at all-time high. 


Real Estate 


1.2% 




1.0% 


Valuation still unattractive, less dividend yield appeal, fundamentally challenged group. 


Healthcare 
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+ 


12.7% 




Healthcare Equipment & Services 


3.8% 


0 


3.8% 


Valuation slightly positive; group tends to underperform during post-bubble trading rallies. 


Pharmaceuticals & Biotechnology 


7.3% 


+ 


8.9% 


Valuation is attractive and proprietary economic model is generating a buy signal. 


Industrials 


11.4% 




10.0% 




Capital Goods 


8.8% 




7.0% 


EPS estimate revisions look risky; worrisome valuation, weakening ISM readings are a negative for this group. 


Commercial Services & Supplies 


0.5% 
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0.5% 


Positive valuation, but slowing economy would not benefit the group. 


Transportation 
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EPS estimate revisions have bottomed; valuation is favorable. 
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17.0% 
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17.6% 




Semiconductors & Semi Equipment 


2.6% 


+ 


3.1% 


Semi indicator remains favorable, valuation is positive. 


Software & Services 


6.9% 


0 


6.9% 


Positive valuation offset by a deteriorating fundamental backdrop. 


Technology Hardware & Equipment 


7.5% 


0 


7.5% 


Usually outperforms during post-bubble trading rallies; neutral valuation; softening capex environment. 


Materials 


3.6% 




2.9% 




Materials 


3.6% 




2.9% 


Unattractive valuation; commodity price concerns; weaker ISM readings could be a negative for the group. 


Telecom Services 


3.3% 
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4.0% 




Telecom Services 


3.3% 


+ 


4.0% 


Appealing valuation; attractive dividend yield, earnings revisions trends could improve. 


Utilities 


3.6% 




3.0% 




Utilities 


3.6% 




3.0% 


Worrisome earnings revisions trends; unattractive valuation; and underperforms during trading rallies. 
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43.01% 
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Recommended List Portfolio Beta 
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Analyst Ratings, Targets & Estimates 



Attributes 











Perf. 


Mkt 


2008 




Date 


Price 


Price 






Perf 




Added 


Added 


05/27/08 


Added 


(mil) 


YTD 


CONSUMER DISCRETIONARY 












Marriott International (MAR) 


10/15/2007 


$40.68 


$33.65 


-17.28 % 


$11,897 


-1.55% 


International Game Technology (IGT) 


1/29/2008 


$40.59 


$34.38 


-15.30% 


$10,788 


-21.74% 


News Corp. (NWS.A) 


7/14/2006 


$18.71 


$18.88 


0.91 % 


$49,379 


-7.86% 


CONSUMER STAPLES 














Avon Products (AVP) 


4/13/2006 


$31.08 


$38.49 


23.84 % 


$16,426 


-2.63% 


CVS Caremark Corp (CVS) 


1/11/2008 


$36.77 


$42.01 


14.25 % 


$60,028 


5.69% 


Conagra (CAG) 


1/4/2006 


$20.59 


$23.20 


12.68 % 


$11,313 


-2.48% 


ENERGY 














Marathon Oil (MRO) 


2/8/2008 


04 0.00 


OJU. 3 J 


3 18 % 


000, 0£/ 


-16 28% 


Occidental Petroleum (0XY) 


4/13/2006 


$48.16 


$91.36 


89.72 % 


$74,982 


18.66% 


FINANCIALS 














Morgan Stanley (MS) 


1/29/2008 


$49.59 


$42.24 


-14.82 % 


$46,688 


-20.47% 


BlackRock(BLK) 


2/8/2007 


$173.44 


$214.61 


23.74 % 


$24,988 


-1.01% 


Charles Schwab Corp. (SCHW) 


4/1/2005 


$10.45 


$21.57 


106.41 % 


$24,712 


-15.58% 


Allstate Corp (ALL) 


1/11/2008 


$51.49 


$50.38 


-2.16 % 


$27,911 


-3.54% 


MetLife (MET) 


1/4/2006 


$50.83 


$59.17 


16.41 % 


$41,977 


-3.98% 


HEALTH CARE 














CelgeneCorp (CELG) 


3/28/2008 


$59.44 


$59.23 


-0.35 % 


$25,806 


28.18% 


Allergan (AGN) 


1/18/2007 


$58.81 


$54.95 


-6.56 % 


$16,783 


-14.46% 


INDUSTRIALS 














United Parcel Service Inc (UPS) 


2/14/2007 


$75.02 


$68.40 


-8.82 % 


$70,178 


-3.28% 


INFORMATION TECHNOLOGY 












Fiserv (FISV) 


1/4/2006 


$44.30 


$50.92 


14.94 % 


$8,341 


-8.24% 


Intel (INTO 


11/10/2006 


$20.58 


$23.60 


14.67 % 


$135,039 


-11.48% 


Cisco Systems (CSC0) 


2/25/2008 


$23.80 


$25.59 


7.52 % 


$152,900 


-5.47% 


IBM (IBM) 


10/17/2005 


$82.59 


$127.32 


54.16 % 


$174,871 


17.78% 


MATERIALS 














Eastman Chemical Co (EMN) 


7/30/2007 


$68.26 


$74.17 


8.66 % 


$5,648 


21.41% 


Telecom Services 














Verizon (VZ) 


3/28/2008 


$35.85 


$37.38 


4.27 % 


$106,556 


-14.06% 


Utilities 














FirstEnergy Corp (FE) 


1/29/2008 


$69.69 


$78.05 


12.00 % 


$23,792 


7.89% 



Fiscal 
Year 
End 



Rating 



Price 
Target 



EPS Estimates 
Next Cur. 



P/E 
Next Cur. 



5-Year 
Beta 



Div. 

Yield Drivers, Fundamentals & Valuation 



Dec 
Sept 
Jun 

Dec 
Dec 
May 

Dec 
Dec 

Nov 
Dec 
Dec 
Dec 

Dec 

Dec 
Dec 

Dec 

Dec 
Dec 
lul 
Dec 

Dec 

Dec 

Dec 



M $48.00 
M $48.00 
M $26.00 



$2.34 $1.98 14.4 17.0 1.13 1.0% Attractive valuation, strong cyclical growth, global brand penetration opportuniti 
$1.75 $1.34 19.7 25.7 1.04 1.6% Catalysts include customer commitments to SB gaming & EPS acceleration in 2H 
$1.39 $1.17 13.6 16.2 1.00 0.6% Strong earnings visibility, a Sky Italia IPO - potential catalyst 



1M 


$55.00 


$2.60 


$2.18 


14.8 


17.7 


0.61 


2.1% 


1M 


$52.00 


$3.00 


$2.50 


14.0 


16.8 


0.67 


0.6% 


1M 


$33.00 


$1.64 


$1.88 


14.2 


12.3 


0.60 


3.3% 


1M 


$82.00 


$7.84 


$6.98 


6.5 


7.3 


1.19 


1.9% 


1M 


$92.00 


$8.02 


$8.72 


11.4 


10.5 


1.00 


1.4% 


1M 


$70.00 


$6.25 


$4.25 


6.8 


9.9 


1.64 


2.6% 


1M 


$240.00 


$10.15 


$8.60 


21.1 


24.9 


1.20 


1.5% 


1M 


$27.00 


$1.35 


$1.10 


15.9 


19.7 


1.68 


0.9% 


1M 


$61.50 


$6.50 


$6.55 


7.8 


7.7 


0.72 


3.3% 


1L 


$70.00 


$7.25 


$6.40 


8.2 


9.3 


1.10 


1.3% 


1H 


$79.00 


$2.32 


$1.50 


25.6 


39.5 


1.06 


0.0% 


1M 


$68.00 


$3.10 


$2.59 


17.7 


21.2 


0.84 


0.4% 


1L 


$85.00 


$4.94 


$4.17 


13.8 


16.4 


0.78 


2.6% 


1M 


$67.00 


$4.20 


$3.40 


12.1 


15.0 


1.19 


0.0% 


1M 


$26.00 


$1.66 


$1.29 


14.2 


18.3 


1.52 


2.4% 


1M 


$31.00 


$1.70 


$1.52 


15.0 


16.8 


1.18 


0.0% 


1M 


$157.00 


$9.79 


$8.54 


13.0 


14.9 


0.86 


1.6% 


1M 


$92.00 


$5.80 


$5.58 


12.8 


13.3 


1.02 


2.4% 


1M 


$44.00 


$3.02 


$2.61 


12.4 


14.3 


0.98 


4.6% 


1M 


$86.00 


$5.00 


$4.30 


15.6 


18.1 


0.69 


2.8% 



2.6% Int'l growth prospects, healthy balance sheet 



Note: Portfolio performance based on daily index level as calculated by S&P/Citigroup Global indices; index performance incorporates historical constituent changes and is measured using daily close prices. 
Price added is prior day's close when stock is added b/f market open. Price added is same day close when stock is added after market open. Methodology generally mirrors that used to calculate the S&P equal 
weighted index. No transaction costs are assumed. Past performance not indicative of future performance. 
Source: Citi Investment Research U.S. Equity Strategy, S&P Global Indices, and FactSet 
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Sizing Up Small/Mid Cap Investor Sentiment: 
May '08 Survey Reveals Four Major Sentiment 
Shifts 



This article is a summary of our report, 
"Sizing Up Small/Mid Cap Investor 
Sentiment: May '08 Survey Reveals Four 
Major Sentiment Shifts," May 27, 2008. 
For more details, please see the full 
version of the report at the following link: 

https://www.citigroupgeo.com/pdf/SNA20 
120.pdf 



Each quarter, we poll small/mid cap 
focused institutional investors for their 
current thoughts on their outlook for the 
equity market. Our latest survey was 
conducted May 19 th - 23 rd , and included 
the responses of 61 investors. 



Figure 1. May 08 Survey: How do you expect 
small/mid caps to perform in 2008? 




Down 10% 
or more 



Down 3- Essentially Up 3% - 
10% flat (down 10% 
3% to up 
3%) 



Up 10% or 
more 



Source: Citi Investment Research Small/Mid Cap 
U.S. Equity Strategy 



Lori Calvasina 

■ Shift #1: Bulls Leave for Summer Vacations — Our latest quarterly survey 
revealed increased pessimism among small/mid cap focused institutional 
investors. Almost 44% believe small/mid caps will be down 3-10% for 2008 
as a whole, while 69% expect the stock market to be weak this summer. 

■ Shift #2: Inflation Fears Mount — Survey respondents continue to express 
their belief that recession is under way (61%). Profit margin deterioration 
(32%), overly aggressive earnings growth expectations (32%) and inflation 
(27%) top the list of investor worries. 

■ Shift #3: Technology Bulls Return — More than 56% of our respondents 
indicated that they believe Technology will be among the best-performing 
sectors in the remainder of 2008. 

■ Shift #4: Materials Concerns Resurface — The bullish shift toward Tech 
stands in contrast to the retreat in investor enthusiasm for Materials, where 
35% of our respondents highlighted the sector as likely to be among the 
worst performers in the remainder of 2008, the most of any sector. 

Increased Pessimism on Overall 2008 Prospects 

On the whole, we observed an increase in dour outlooks among our survey 
respondents. The increased pessimism can be seen in overall 2008 outlooks, 
with 44% anticipating that small/mid caps will end the year down between 3% 
and 10%. The May results are significantly less optimistic than the views 
expressed in our November 2007 and February 2008 surveys. 

Summer Angst Evident 

The increased pessimism appears to primarily be a function of concerns that 
typical summer weakness in the stock market will be seen yet again this year. 
Approximately 69% of our survey participants agreed with the statement that 
investors should "sell in May and go away". Interestingly, most of the investors 
in our survey (66%) appear to believe that markets will not necessarily move 
below the mid-March 2008 lows. In our view, the bearish shift seen in our 
survey data falls somewhat short of investor capitulation. We would not be 
surprised to see sentiment worsen before it, and markets, turn higher again 
given our concerns about margins, overly aggressive earnings growth 
estimates, slowing economic conditions in Europe, and a deteriorating reading 
on our Small Cap Investor Sentiment Index. 

Recession, Margins, Inflation, and Earnings Among Chief Investor 
Concerns 

In general small/mid cap focused investors continue to believe that a recession 
has begun, and almost 62% of our survey respondents indicated their belief 
that a recession is starting. The results were very similar to the answers given 
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to the same question in our February 2008 survey, where 68% indicated that 
they believed a recession was starting. 



Figure 2. Feb. 2008 vs. May 2008 Surveys: 
Regarding recent Fed actions, I believe: 
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Source: Citi Investment Research Small/Mid Cap 
U.S. Equity Strategy 



Figure 3. May 2008 Survey: The best performing 
small/mid cap sectors in the remainder of 2008 
are likely to be? 
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Source: Citi Investment Research Small/Mid Cap 
U.S. Equity Strategy 



However, attitudes toward the Federal Reserve have shifted dramatically since 
our February 2008 survey, alongside dramatic action on the part of the Fed. 
More than half our survey participants believe the Fed has acted appropriately, 
almost double the percentage that agreed with this statement in our February 
survey. Interestingly, 70% believe that the Fed is done or nearly done easing. 

In terms of the specific issues that worry small/mid cap investors currently, our 
May 2008 survey found that inflation (27%), profit margin deterioration (32%), 
and overly aggressive 2008/2H08 earnings growth expectations (32%) top the 
list. Investors were asked to identify the two issues that could be counted 
among their biggest worries for the stock market in 2008. We also remain 
worried that overly aggressive 2H08 earnings growth expectations and margin 
pressures are likely to take a toll on markets in the summer months, given our 
previous work which illustrates that small/mid cap stock prices tend to move in 
tandem with margin trends rather than ahead of them. Only 16% of our 
respondents picked weakening of international/developed markets growth as a 
chief concern for 2008, underscoring our view that investors may not be 
adequately prepared for the impact that slowing economic conditions in Europe 
may have on U.S. companies' profitability. 

Small/Mid Caps, Value Expected to Underperform 

Our May 2008 survey results continued to show a general expectation for small 
and mid caps to underperform large caps in 2008. More than 50% picked large 
caps as most likely to be the best 2008 performer, while just 32% picked mid 
caps despite the fact that this size segment has been the best performer year- 
to-date. Additionally, although value has been the better performer within 
small/mid cap thus far this year, our survey respondents continue to anticipate 
that growth will outperform value (a view more in line with the performance 
trends seen in May). 

Sector Preferences Shift Back in Favor of Technology, Against Materials 

Two important shifts occurred within our survey respondents' sector 
preferences this month. First, Technology regained its status as one of the 
most favored sectors among small/mid cap investors, with 56% indicating that 
it was likely to be among the best performers in the remainder of 2008. The 
current level of bullishness on Technology surpasses the bullishness on this 
sector seen in our November 2007 survey. Although we have not been tracking 
this data long enough to know whether investor bullishness on a sector tends to 
be a constructive or bearish signal for forward returns, we are reminded that 
investor bullishness on Technology in our November 2007 survey was followed 
by a severe sell-off in this sector in the early weeks of 2008. 



The second noteworthy shift in sector preferences was the sharp increase in 
pessimism towards the Materials sector. In our latest survey, 35% of 
respondents highlighted this sector as likely to be one of the worst performers 
in 2008, up from 15% in our February 2008 survey. Additionally only 13% 
identified it as likely to be one of the best performers, down from 32% in our 
February survey. 
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SMID Target List 

5/27/2008 



6/1/2007 
to present 



6/1/2007 - 
12/31/2007 



1008 



2008 TD 2008 YTD 



|SMID Target List Portfolio Equal Weighted Performance 



12.16% 



-16.77% 



9.97% -8.47% 



Russell 2000 Performance 
S&P Mid Cap Performance 
Russell 2500 Performance 



-13.95 
-6.09 
-12.70 



-10.24 
-6.90 



-10.19 
-9.17 
-9.70 



13 



6.75 
11.04 0.86 
7.04 -3.34 



Recent Changes: 

VRX Removal: Change to the SMID Target List index effective as of close 5/9/08. 
WWW Removal: Change to the SMID Target List index effective as of close 4/16/08. 
GET Removal: Change to the SMID Target List index effective as of close 4/16/08. 
NYB Addition: Change to the SMID Target List index effective as of close 4/8/08. 

Changes to this list are announced via a call note posted on GEO, SB Linx and other internal research systems; we do not maintain an email 
list announcing changes; Smith Barney Financial Consultants with questions, please contact the Research Service Center at 212-816-1580. 
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Statistical Overview 


CIR Ratings, Targets & Estimates 


Opinion 


Date Perf. Mkt 2008 52 Wk Fiscal 
Added Price Price Since Cap TD Div. Beta Year 
To Index Added Cur. Added (mil) Perf. Yield (NYSE) End 


□ i-inn C.-+ TDC r.-+ D/r D/C 

rnce tst. tra LSI r/t r/t 
Rtg Target Upside Next Cur. Next Cur. 


CIR Analyst Thesis 


CONSUMER DISCRETIONARY 








RnPPW/flBNFI? INP RWfl 
dUKLiWAKIilK IliU dWA 

IIRRAN nilTFITTFBI IMP IIRRM 
ImDnli UU 1 N 1 1 Crfo II1U UHCIi 

THQ INC THQI 
CONSUMER STAPLES 


/f!7 vi 1 81 ci 19 99 990/ tc CM 7 r; 80°/ n Q°/ 1 7 V\af 08 

1lV31/fl7 9R 97 Ifl 87 991fi°/ * R 0 1 1 1A/1Q 0 / (10°/ 17 Ian fl8 
W/sl/U! OS. LI oU.oi ti.lu/o $S,t.ll J.4.4J /o U.U lo L.l Jdll-Uo 

4/8//08 20.50 21.29 3.85% $1,361 -27.28% 0.0% 0.5 Mar-08 


IM (1(1 19°/ 9 9Q 9 Qfl 1^1 17 9 

IH 9RIK1 19°i 19(1 n QA 9R8 99 7 
In 00. UU 10 /o l.£U U.o4 £J.o CiL.I 

IS 29.00 36% 1.10 -0.20 19.3 -107.8 


Itay Michaeli Market leading fuel efficiency and emissions technology; takeout candidate 
Kimberly Greenberger, CFA Same store sales acceleration, differentiated product, square footage growth potential 
Brent Thill Industry less sensitive to economic turndown, upcoming games in 2009, M&A potential 


BJ'S WHOLESALE CLUB INC BJ 
ALBERTO-CULVER CO ACV 
UNITED NATURAL FOODS INC UNFI 
ENERGY 


6/1/07 37.54 37.94 1.07% $2,339 14.51% 0.0% 1.3 Jan-08 
1/22/08 24.16 26.63 10.22% $2,628 8.48% 1.0% 0.6 Sep-08 
3/25/08 17.84 21.22 18.95% $907 -33.32% 0.0% 1.0 Jul-08 


1H 43.00 13% 2.09 1.82 18.2 20.9 
IM 30.00 13% 1.41 1.25 18.9 21.3 
1H 25.00 18% 1.40 1.12 15.2 18.9 


Deborah L Weinswig Longer-term potential for operating improvement 

Wendy Nicholson Defensive industry, EPS growth/cost savings from restructuring, strong organic growth 
Gregory R Badishkanian Gaining market share in rapidly growing natural food industry; valuation attractive 


FOREST OIL CORP FST 


6/1/07 41.48 65.06 56.85% $5,728 27.14% 0.0% 1.0 Dec-08 


1H 69.00 6% 3.12 4.04 20.8 16.1 


Gil Yang Streamlined operations; improving natural gas portfolio 


FINANCIALS 

AKLH Win IftL bRUUr LI U ftl/bL 

ai cvAiinDin d c rnnmco mn hoc 
ALEXANDRIA K t tUUIIIbo INL ARE 

NEW YORK CMNTY BANCORP INC NYB 


fi/l/(17 71 CP. 7(199 9 0/1°/ tARlA (17A 0 / 0(1°/ (17 dor 118 
O/l/U/ 11. DO /U.ZZ -L.W/o }>4,3l3 -U./4/o U.U/o U./ U6C-U8 

o/i9 /no onc9 inoco i c c 70/ d"00ci nmu o no/ 11 n no 

3/12/U8 03.5/ 103.52 15.5//b $3,251 O.y4/o O.U/b 1.1 D6C-U8 

4/8/08 18.79 20.59 9.58% $6,515 14.05% 5.0% 1.0 Dec-08 


i m fld tin 9n°/ q ic i n nn 7 t; 7 n 

IM 84. UU os /o y.JD 1U.UU / /.U 

1J 100/ OOO 001 010 OCQ 

IH 1ZZ.UU la/o 6.61 l.al 61.1 6b.a 
IM 19.00 -8% 1.31 1.07 15.7 19.2 


Joshua Shanker Summer trade up in group; underappreciated stock; potential EPS upside 
Michael Bilerman Niche product, strong demand expected despite patent expirations, R&D focused 
Greg Ketron Niche position with countercyclical characteristics, loan growth is strong 


HEALTH CARE 








UNITED THERAPEUTICS CORP UTHR 
HEALTH NET INC HNT 
VARIAN MEDICAL SYSTEMS INC VAR 


1/22/08 90.70 94.40 4.08% $2,094 -4.63% 0.0% (0.3) Dec-08 
1/22/08 47.89 30.71 -35.87% $3,344 -37.23% 0.0% 0.7 Dec-08 
3/25/08 48.02 45.63 -4.98% $5,824 -11.04% 0.0% 0.9 Sep-08 


IH 130.00 38% 2.85 1.55 33.1 60.9 
IH 36.00 17% 3.85 3.45 8.0 8.9 
IM 60.00 31% 2.36 2.10 19.3 21.8 


Lucy Lu, MD Defensive sector, Viveta FDA approval likely, takeover potential 

Charles Boorady Defensive sector, strong Medicare Advantage and Part D enrollment growth 

Amit Bhalla Focus on oncology, continued product demand 


INDUSTRIALS 








WASTE CONNECTIONS INC WCN 
SEASPAN CORP SSW 
ROPER INDUSTRIES INC/DE ROP 


6/1/07 31.28 31.85 1.82% $2,123 3.50% 0.0% 0.6 Dec-08 
6/1/07 30.25 26.40 -12.73% $1,524 8.04% 7.0% 1.0 Dec-08 
7/13/07 62.00 61.37 -1.02% $5,550 -0.03% 0.5% 1.0 Dec-08 


IM 41.00 29% 1.82 1.57 17.5 20.3 
IM 39.00 48% 1.33 1.26 19.9 21.0 
IM 70.00 14% 3.65 3.18 16.8 19.3 


Leone T Young Pricing power, defensive 

John Kartsonas Positive shipping fundamentals, anticipated dividend increases 
Jeffrey T Sprague, CFA Strong growth; FCF and margins; benefits from private equity selling 


INFORMATION TECHNOLOGY 








AMPHENOLCORP APH 
ON SEMICONDUCTOR CORP ONNN 
EQUINIX INC EQIX 
IMS INC IHS 
MATERIALS 

PACTIV CORP PTV 


8/1/07 35.78 45.98 28.51% $8,105 -0.32% 0.1% 0.8 Dec-08 
6/1/07 10.81 10.08 -6.75% $3,884 10.36% 0.0% 1.4 Dec-08 
6/1/07 86.54 89.01 2.85% $3,373 -9.23% 0.0% 1.6 Dec-08 
2/8/08 63.06 62.60 -0.73% $3,841 1.54% 0.0% 0.7 Nov-08 

3/25/08 27.35 23.79 -13.02% $3,153 -9.46% 0.0% 1.1 Dec-08 


IM 53.50 16% 2.60 2.32 17.7 19.8 
IS 14.00 39% 1.05 0.78 9.6 12.9 
IS 120.00 35% 2.66 0.97 33.5 91.4 
IH 77.00 23% 2.34 1.90 26.8 33.0 

IM 31.00 30% 2.25 1.90 10.6 12.6 


Jim Suva, CPA International sales exposure, above industry average sales growth 

Craig A Ellis Upward EPS estimate revision potential 

Michael Rollins, CFA Favorable demand and pricing; leveraged to voice and internet trends 

Patrick M Burton, CFA Unmatched market postition, strong balance sheet, solid free cash flow capabilites 

Timothy Thein, CFA May benefit from potential commodity price declines and recent merger integration 


TIME WARNER TELECOM INC TWTC 
UTILITIES 


12/3/07 23.29 18.27 -21.55% $2,688 -9.86% 0.0% 1.3 Dec-08 


IS 25.00 37% 0.49 0.19 37.3 97.6 


Erin E Schmitz, CFA Defensive, niche position, strong facilities based fiber assets, sustainable revenue growth 


WISCONSIN ENERGY CORP WEC 


6/1/07 48.40 48.16 -0.50% $5,609 -1.52% 2.3% 0.5 Dec-08 


1L 51.00 6% 3.40 2.85 14.2 16.9 


Greg Gordon, CFA Attractive dividend yield; superior EPS growth & valuation vs. peers 



Note: Portfolio performance based on daily index level as calculated by S&P/Citigroup Global indices; index performance incorporates historical constituent changes and is measured using daily close prices. 
Past performance not indicative of future performance. Names are not listed in any particular order. 
Source: Citi Investment Research Small/Mid Cap U.S. Equity Strategy, S&P Global Indices, and FactSet 
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Macro / Commentary 
Economic & Market Analysis 



Figure 1. Crude Oil (left) and Private U.S. Crude 
Oil Inventories (right, inverted) Y/Y% 
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Source: Department of Energy {DOE) and Haver 



We've Always Been Running Out of Crude Oil 

Steven Wieting 

m Another sharp leg up in energy costs will worsen the real growth outlook in 
the U.S. even as gasoline prices have trailed crude oil. This could drive other 
negative feedback effects on housing, credit and the economy. 

■ Price has always done little to discipline energy demand in the short run, 
making large price spikes quite possible. 

Powder Keg 

With oil for delivery in the later half of 2008 and 2009 having risen 25% over 
the past month to roughly $130 per barrel, energy costs have eclipsed other 
negatives in the immediate outlook for growth and inflation in the U.S., and 
added to the burdens on economies in the world at large. The latest rise is a 
significant downward contributor to real U.S. and global growth forecasts for 
2008-09, in contrast to some offsetting positives, as described in CIR's latest 
Global: Economic Outlook and Strategy (May 23, by strategist Lewis 
Alexander). 

While conditions in credit markets have still showed modest improvement in 
the past two months — suggesting a slightly less extreme burden on growth — 
pending energy cost increases will weigh down incomes in the months ahead, 
feeding back on the real economic outlook. Consequently, weaker output and 
employment, not to mention higher commutation costs, have the potential to 
weaken the outlook for some U.S. housing markets further. This could possibly 
dampen financial condition anew in a vicious feedback loop. 

While oil prices in the past six years have risen much faster than the U.S. dollar 
has depreciated, a rising oil import bill has the potential to weigh on the 
dollar's value, among other negative interactions. The latest push higher in oil 
should add emphasis to investment activity aimed at discovering oil, refining 
unconventional supplies, and boosting every form of alternative energy product 
ahead of most other priorities. The rise has perhaps setback a slightly more 
sanguine view of U.S. consumer demand and the U.S. economy's prospects on 
a relative basis, given its heavy oil dependence. 

Oil prices have more than doubled over the past year, while private U.S. 
inventories have fallen 6.9% (see Figure 1). The latest drop in U.S. inventories, 
which exclude the Strategic Petroleum Reserve, leaves a poor fundamental 
case for lower oil prices until demand is destroyed, supply rises, and 
inventories move higher. 

We believe futures market participants can roughly dictate the oil price for final 
users amid little variation in supply and demand, which doesn't look woefully 
out of balance, but also isn't generating surplus supplies at present prices. 
Perhaps only profit taking can spur a near-term correction, in which case, we 
wouldn't expect demand to pick up either. 

The doubled oil price of the past year was preceded by a near tripling over the 
prior five years. If oil prices are currently a faithful indication of true 
supply/demand conditions, than markets were shockingly mispriced a year ago. 
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Figure 2. Real Gasoline and Motor Fuel Sales 
and Gasoline Price Index, Y/Y% Change 
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Source: Bureau of Economic Analysis (BEA) 



Figure 3. U.S. Gasoline Demand (units, left) vs. 
Price Index (log scale, right) 




Source: DOE and BEA 



Figure 4. U.S. Crude Inventories/Days of U.S. 
Demand for Petroleum Products 
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The dollar has depreciated 8% on a trade-weighted basis over the past year, 
which is a historically large drop, but the oil price has risen over 90% against a 
basket of non-U. S. currencies, showing that oil costs are rising faster than the 
incomes of any nation. As such, the burden is one that will impact other 
nations as well, though mostly to a lesser degree. 

With refining margins lower but crude oil higher than we have previously 
assumed, U.S. consumer outlays for gasoline should rise over $90 billion above 
last year's levels in the May-August period, and the headline rate of inflation 
should be close to 5% (year/year) during these peak months. The increase will 
siphon away the bulk of fiscal stimulus measures ($120 billion in expected tax 
rebates). 

By our estimates, price only explains 16% of the variation in real U.S. energy 
demand in a one-year time frame. For gasoline, data suggest price is somewhat 
more important, or that demand is more discretionary. However, the long 
history of gasoline demand and price is heavily influenced by oil supply 
disruptions, as depicted in Figure 2. In cases where demand fell sharply in the 
1970s and 1980s, outright shortages of gasoline rationed down consumption. 
In these cases, supply shortages are a more important factor in setting demand 
than mere price. It is notable that in other periods, price is at least five times 
more volatile than demand in the U.S. 

The reason supply disruptions are more important for gasoline demand than 
overall U.S. energy consumption is that nearly all gasoline is produced from 
crude oil, which is priced globally and heavily imported. A far greater share of 
home heating and electricity supply is generated with domestic energy sources, 
less subject to exogenous disruptions. 

While price has poorly disciplined energy demand in the short run (decisions 
on where consumers choose to live and what car to drive are infrequent and 
expensive) price has mattered significantly in the long run. As Figure 3 shows, 
the persistence of gasoline price gains in recent years is similar. Of course, 
repeating the post 70s drop in gasoline demand will be painful. U.S. drivers will 
simply not be able to afford the types of vehicles they've chosen to drive in the 
past two decades, and far less discretionary driving is likely to take place. 

Supply and demand fundamentals are almost always kept close to balance in 
world oil markets under normal circumstances, and that is a truly delicate 
balance. Inventories are kept low and are measured in days of sales, rather 
than months as in some other industries. While not a pure comparison of like 
products, Figure 4 shows U.S. inventory levels of unrefined crude oil (away 
from the strategic petroleum reserve), are presently equal to just 15 days of the 
demand level for all refined products. 
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Economics This Week 

Steven Wieting 
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Sources: Bureau of Economic Analysis, Bureau of Labor Statistics, Office of Management and Budget, Federal Reserve Board, First Call, and Citi 
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Week-Ahead U.S. Economic Data Releases 



Date 


Time 


Report 


Street Estimates 


Prior Report 


6/2 


10:00 


ISM Manufacturing (May) 


48.3 


48.6 






Prices Paid 


82.0 


84.5 






Total Vehicle Sales (May) 


14. 6M 


14. 4M 


6/3 


10:00 


Factory Orders (Apr) 


0.1% 


1 .3% 


6/4 


8:15 


ADP Employment Change (May) 


-30K 


10K 




8:30 


Nonfarm Productivity (1 Q F) 


2.5% 


2.2% 






Unit Labor Costs 


2.0% 


2.2% 




10:00 


ISM Non-Marif . Composite (May) 


51.0 


52.0 


6/6 


8:30 


Change in Nonfarm Payrolls (May) 


-54K 


-20K 




8:30 


Unemployment Rate 


5.1% 


5.0% 




10:00 


Wholesale Inventories (Apr) 


0.5% 


-0.1% 




15:00 


Consumer Credit (Apr) 


$7.6B 


$15. 3B 



Note: For detailed estimates, see the notes "Comments on Credit" by Bob Diclemente and "Forecast Supplement" by Peter D'Antonio. 
Source: Bloomberg 
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New orders for durable goods fell 0.5% in 
April, topping consensus estimates of a 
1.5% decline. Similarly, orders ex- 
transportation equipment rose 2.5% 
compared to expectations of 0.5% fall. 
Prior month ex-transportation orders were 
also revised higher to show a 1.7% gain, 
up from the 1.5% previously reported. 
The headline number was pulled lower by 
a 24.4% decrease in volatile non-defense 
aircraft orders, which had gained 12.4% 
and 8.7% in the prior two months 
respectively. In addition, autos (vehicles 
and parts) fell 3.3%, for a fifth 
consecutive monthly drop. While a labor 
dispute has distorted the relevant 
production data in the auto industry, 
demand weakness is unmistakable. 



Charts of the Week 

Steven Wieting 



Total Domestically Produced Light Vehicle Sales (Millions, SAAR) 
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The new home sales level in April was a 
hair higher than consensus expectations, 
even as it rose to the level reached in 
March prior to downward revision. With 
the April level at 526,000 and March now 
down to 509,000, the preliminary April 
reading is up 3.3%, the first increase 
since October 2007. However, just the 
October 2007 reading suggests, it will 
take more than a month to prove there's 
improvement in the sales pace. The 
National Association of Homebuilders 
reported "small" declines in its 
preliminary single-family home sales 
index in both April and May. 
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Proprietary / Proactive 



Auto Manufacturers 



Industry 



While U.S. vehicle inventories remain 
lean and capacity cuts continue to take 
hold, depressed used vehicle prices and 
crowded competition suggest the 
industry's pricing power remains limited 
under current conditions. 



While we do not believe investors should 
necessarily cease to bottom fish for 
appealing value stocks positioned for an 
eventual U.S. recovery, the importance of 
a company's financial "staying power" 
must take greater emphasis. 



U.S. Autos & Auto Parts: Production and Commodity 
Pressures Intensify, Realign Positions 

Itay Michaeli 

■ Perfect Storm Conditions — With the relentless surge in energy/commodities 
(oil/steel) showing few signs of letting up, product mix shifts intensifying in 
recent weeks, credit constraints persisting in the face of policy measures, 
and Europe becoming a less reliable anchor for U.S. weakness, auto 
fundamentals are poised to deteriorate beyond 2008, despite emerging 
market successes and domestic restructuring. 

■ Target and Estimate Cuts — We reduce targets on Ford (F.N; US$6.87; 2S), 
GM (GM.N; US$17.60; 2S), Johnson Controls (JCI.N; US$33.20; 2M), Lear 
(LEA.N; US$27.12; 2H), Magna (MGA.N; US$74.23; 1M), and Tenneco 
(TEN.N; US$25.23; 2H) on lower estimates for most of the group on adverse 
production/commodities. We believe Street estimates must still come down 
to reflect new headwinds. We raise our target price on American Axle 
(AXL.N; US$18.44; 1H) on UAW-related savings given recent ratification. 

■ Remain Selective, Focus on Quality and Fuel Economy Theme — We 

generally maintain a defensive stance on the group, focusing on 
diversification, liquidity, restructuring, fuel economy, and valuation. 
BorgWarner (BWA.N; US$52.21; 1M) remains our favorite stock. 

■ Switch to AXL from GM, Pair with LEA — We downgrade GM to Hold from 
Buy on reduced earnings power and cash burn risks, which makes for a less 
attractive risk-reward proposition relative to AXL, which we upgrade to Buy 
from Hold. We view AXL as a better tactical value in the wake of its recent 
sell-off. Investors might also consider pairing AXL with a tactical underweight 
in LEA, as our analysis suggests AXL's valuation is less vulnerable currently. 

Intensifying headwinds: Although the industry coped well with these conditions 
in Ql, fundamentals deteriorated further in recent weeks, with the May SAAR 
tracking at 14.7 million units and pickup truck sales 35% lower year over year. 
Upon sharply lowering its 2008-09 outlook last week, Ford opined that much of 
the observed segment shift appears more structural than cyclical, suggesting 
U.S. automakers may face persistent contribution margin headwinds even if 
total vehicle demand recovers later this year. Combined with rising raw material 
costs and increasing vulnerabilities in Europe, this suggests investors must 
reduce earnings power expectations for the group well beyond 2008. 

Cutting estimates: We reduce our 2008-10 earnings estimates for automakers 
and suppliers on lower production, adverse mix shifts, and higher commodity 
costs. Our 2009 estimates are largely below the Street, and we expect 
consensus to continue coming down near term. Although we view our new 
estimates as conservative, the sharp declines witnessed in large utilities over 
the past few weeks surprised many who thought they held conservative 
outlooks just a month or two ago. 
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Given our increased near-term sector 
emphasis on stronger liquidity and staying 
power, we step to the sidelines on GM 
and await clearer entry points on what we 
still regard as an appealing long-term 
restructuring story. 



Downgrade GM, switch to AXL: While we still view GM as attractively priced vs. 
reduced 2010 EPS estimates, concerns over near-term cash burn cause us to 
adopt a more defensive approach and apply lower multiples. We do not believe 
GM is likely to encounter a near-term liquidity crunch, but the importance of 
raising liquidity, and the dependency on suitable capital market access, has 
undoubtedly risen in recent weeks. And while we would expect GM's stock to 
move higher on most conceivable liquidity-enhancing steps, the risk of dilution 
and/or less-than-attractive financing suggest that any upside from liquidity 
relief might be greater among GM's larger suppliers than the automaker itself. 
Also, upside to GM's stock may be capped near term by ongoing constraints at 
GMAC LLC and Delphi, which could take several months to navigate, as credit 
market conditions remain strained, despite policy measures. Meanwhile, we 
view AXL as a better tactical value stock in the wake of its recent 18% sell-off 
in the past five trading sessions. While AXL is clearly a less defensive name 
than our other three Buy-rated stocks, we view its risk-reward equation as quite 
attractive at current levels in light of the recent UAW labor agreement, new 
business opportunities, cheaper valuation, strong management track record 
and a sound balance sheet liquidity position. While we expect AXL shares to 
recover, we advise investors to leave some dry powder to continue building 
positions amid ongoing sector volatility and outright negative sentiment. 



Today, we believe evaluating American 
Axle involves three steps: 1) determining 
a stressed raw earnings power (ex labor 
savings) in a potentially new world of 
permanently high oil prices, 2) estimating 
the impact of the tentative UAW labor 
agreement, and 3) arriving at an 
appropriate multiple that considers AXL's 
continued exposure to risky platforms 
weighed against the prospects for new 
business wins in the wake of a more 
competitive labor structure. 



Assessing AXL's "new world" earnings power: Under significantly lower 
assumptions for large SUV and pickup truck production, we calculate AXL's 
EPS power at $2.13 per share with EBITDA of $421 million, or 8.7x P/E and 
3.9x EV/EBITDA at the May 23 close of $18.44. We view our numbers as 
conservative, not only because we have not assumed much volume recovery, 
but also because we have reduced EPS power by $0.79 to reflect risk of GM 
price-downs in the wake of AXL's new UAW labor contract. On reviewing the 
GM-AXL agreement detailing GM's financial assistance to AXL, we found 
nothing to suggest that GM is contractually owed price concessions from the 
deal. While we expect investors to continue discounting AXL's savings to reflect 
pricing risks, we no longer believe the 25%-30% discount applied by many is 
necessarily a given near term. And we see upside to labor savings to the extent 
AXL achieves more robust buyout acceptances over the next few months. 



With AXL trading down about 18% since the UAW deal was announced, we 
believe the market has missed a few points: 1) applying historically low 
multiples to an earnings base already discounted for structural declines in 
truck demand fails to consider AXL's new business opportunities stemming 
from its more competitive labor structure, 2) labor savings estimates assumed 
so far might prove conservative as management is much more able to adjust 
capacity to demand, and 3) AXL's sound liquidity profile mitigates downside 
risks and affords investors the patience to see the value story play out. 

Pairing AXL with LEA: Investors might consider pairing AXL with a tactical 
underweight in Hold-rated LEA, as our analysis suggests AXL's valuation is less 
vulnerable vs. LEA at current levels. While we like LEA's restructuring story and 
believe it has impressively navigated the downturn thus far, industry pressures 
will likely outweigh execution through 2009, as classic Detroit 3 still comprise 
over 40% of LEA's total revenue. Our $31 price target on LEA implies -15% 
upside potential, while our $24 target for AXL implies >33% upside potential. 

— May 26, 2008 
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Proprietary / Proactive 



Chemicals 



Industry 



Companies mentioned: 
Celanese (CE.N; US$48.71; 1H), 
Albemarle (ALB.N; US$43.69; 1M), 
Nalco (NLC.N; US$24.49; 1H), Ecolab 
(ECL.N; US$44.26; 1L), Air Products and 
Chemicals (APD.N; US$99.91; 1L), 
Praxair (PX.N; US$93.18; 1L), Monsanto 
(MON.N; US$121.34; 1M), Eastman 
Chemical (EMN.N; US$75.53; 1M), 
Rohm and Haas (ROH.N; US$52.89; 2M), 
Sherwin-Williams (SHW.N; US$56.72; 
2H), Lubrizol (LZ.N; US$54.61; 2M), 
Valspar (VAL.N; US$21.58; 3M), PPG 
(PPG.N; US$63.20; 2M) 



2Q could be difficult for chemical 
producers who are caught between raw 
material inflation and anemic demand in 
the US and Europe (see Figure 1 for 
changes to our estimates). 
Surcharges tend to take away 
fundamental "value-capture" that rewards 
innovation and service. 



A "Survival Guide" for $130 Oil: Surcharges Are a Sign of 
the Times 

P.J. Juvekar 

■ Between a Rock and a Hard Place — The raw material squeeze is looking 
more like a crisis, as feedstock costs are skyrocketing. Crude oil has risen 
40% YTD, while natural gas is up 64%. What is unusual about this cycle is 
that oil prices are surging while the economy is slowing, creating a huge 
pinch for those caught between Big Oil and the consumer. This includes 
most of the chemical industry. 

■ 2Q Pain as $130 Oil Works Its Way Downstream — We have a near-term 
negative view as rising feedstock costs work their way down the chemical 
chain. Quite simply, downstream prices haven't caught up with the 
Upstream. "2 nd derivatives" of oil like PE, acrylics, epoxies, and PS have 
risen only 20%-40% in the same time that feedstocks have risen 105%, 
according to our analysis. 

■ Lowering 2Q and 3Q Estimates — We are lowering 2Q and 3Q estimates on 
specialty chemical names such as ROH, SHW, LZ, and VAL, with SHWs 
target price moving down $1, to $61. We are raising our numbers on PPG 
due to strength in caustic, although coatings margins remain challenged. 

■ Surcharges Have a Mixed History in Chemicals — ROH has caused a stir with 
its proposed energy surcharge. While the surcharge may work in the short 
term, customers are quick to point out lower energy prices on the way down. 
As our analysis shows, chemical producers have a mixed history 
implementing surcharges. 

■ Upstream Players Generally Have Pricing Power... — Large upstream 
producers of 1 st and 2 nd derivatives are generally larger and more 
consolidated than the downstream players they sell to. Thus they can pass 
through costs. 

■ ...But We Are Cautious on Commodities Given Supply Additions — However, 
we remain cautious on large commodity players, given the start-up of 6 new 
crackers in the Middle East in 2H. Although this capacity has been plagued 
by E&C delays, our best intelligence says the Saudi crackers will come 
online on schedule. 

■ Our Investment Theme: Defense Is the Best Offense - We expect investors to 
gravitate toward defensive names in consolidated industries. Defensives 
such as ECL (Hygiene), NLC (Water Treatment), and APD and PX (Industrial 
Gases) generate steady earnings and cash flows throughout the cycle, and 
maintain good pricing power by circling the customer. Buy ALB, NLC, ECL, 
APD, PX, CE, EMN. 

The rise in oil prices threatens to push olefin and derivative prices up, throwing 
the chemicals chain into turmoil. We analyze the impact of the raw material 
rise and the subsequent margin squeeze for many of our companies. Rohm 
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The dramatic rise in the energy complex 
is not fully reflected in the CPI yet, so the 
supply chain in between is getting 
squeezed. 



Size and low cost are no longer 
differentiators for US and European 
players. Innovation seems to be the most 
sustainable advantage that can keep 
these companies ahead of ME and Asian 
competitors. 



and Haas recently raised eyebrows by announcing a surcharge on its acrylic 
emulsion products. We completely understand ROH's dilemma - how long can 
a company keep taking raw material hits? Its customers Sherwin Williams, 
Valspar and PPG are facing similar challenges, as they try to implement price 
increases at the big boxes. 

Where Do You Put New Money? Defense Is the Best Offense. 

Defensives like ECL and NLC generally command better margins than 
Specialties, and are able to defend those margins more successfully. Their 
products are less discretionary, and the customer is often really paying for the 
service they receive. 

Specialties Are a Stockpickers Market — Look for "l-C-C" 

We look for three themes in a specialty chemical investment: Innovation, 
Customization, and Consolidation. Companies that successfully embrace these 
themes are likely to create value for their shareholders, in our view. 

INNOVATION: For western chemical companies, innovation is the only 
sustainable advantage. Our favored innovators in specialty chemicals include: 

ALB: The company dominates innovation in refinery and chemical catalysts, 
which are driven by long-term environmental and energy efficiency trends. 

MON: The unrelenting quest for yields driven by farmer and new uses such as 
ethanol. MON's innovations include herbicide tolerant, insect tolerant and 
drought tolerant plants. Output traits are also coming of age with zero trans 
fatty acid soybeans and high oil corn. 

CUSTOMIZATION: Customization involves working closely with customers and 
creating a product that is well-suited for customer's applications, or helping 
customers with technical problem-solving. We think the best way to play 
Customization is through Ecolab. We upgraded the stock recently (see our 
1/6/08 note), due to its defensive nature. We attribute the stock's defensive 
characteristics to the company's sale of basic products such as soap (a small 
portion of its customers budgets) using a "razor and razor blade" model. 

CONSOLIDATION: Very simply, chemical markets with high share concentration 
deliver higher ROCE. We see this trend not only in Chemicals, as well as other 
Basic industries such as Metals and Mining. We expect the US commodity 
chemical industry to become dominated by a few "super majors," like the Iron 
Ore industry is today. 



Figure 1. Estimate Revisions 
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VAL 
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$0.42 


$1.59 


$1.65 


$20 


$0.41 


$0.51 


$0.42 
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2M 


$1.48 


$1.37 


$1.21 


$5.13 


$5.49 


$71 


$1.53 


$1.37 


$1.21 


$5.18 


$5.49 


$71 


ROH 


2M 


$0.90 


$0.95 


$1.04 


$3.80 


$4.45 


$60 


$0.87 


$0.94 


$1.04 


$3.76 


$4.45 


$60 


LZ 


2M 


$1.10 


$1.08 


$1.12 


$4.40 


$4.75 


$60 


$1.07 


$1.06 


$1.12 


$4.35 


$4.75 


$60 



Source: Citi Investment Research 
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Proprietary / Proactive Electric Utilities / Multi-Industry 



Industry 



"T" spending is on long-term trend after 
falling short of '07 expectations. "D" 
spending soft as expected but is ramping 
in '08-09. 



Transmission and Distribution Capital Expenditure Survey, 
Outlook 

Greg Gordon, CFA / Jeffrey T. Sprague, CFA 

■ Utilities Forecast "T" Spending on Trend, "D" Spending Forecast to Rise — 

Our annual review of FY '07 and projected FY '08-10 capital expenditures 
for T&D infrastructure from the utility side shows spending trends for "T" 
have shifted forward after a shortfall in '07 to keep the LT trend in line with 
expectations. Spending growth in "D" was meager in 2007, but looks set to 
ramp vs. prior expectations. 

■ Conclusions from the Utility Survey Data — Although 2007 "T" capex was 
below initial expectations, the delay appears to have not reduced utilities 
appetite to complete and pursue new infrastructure projects. Between 2008 
and 2010, aggregate capital expenditures for T&D are projected to grow 
33% over the previous three years. 

■ Distributor Survey Shows Muted Distribution Spend Expectations — 

Distributors predict 3%-4% organic sales growth over the next 3-6 months, 
with demand driven primarily by grid maintenance and reliability upgrades. 
The distributor estimate includes price escalation, implying volume growth of 
about 2.5%. 



Our analysis reviews spending from utility 
capital expenditure budgets and attempts 
to corroborate with electrical equipment 
sector demand. 



■ Implications for the Utilities — Actual transmission spending in '07 grew 
only 2.2% vs. a BOY '07 expectation of 21.2%, with utilities citing project 
delays due in part to permitting difficulties. FY08 "T" capex budgets are up 
to compensate and the '07-'09 overall level of spending is roughly on trend. 
Distribution spending is ramping in '08 and '09 by 11.0% and 8.0%, 
respectively, as several utilities have announced grid upgrade projects. 

■ Implications for the Distributors — Last year, we raised a "yellow flag" 
because of divergent outlooks between our utilities and distributor contacts. 
Distributors clearly were too optimistic, while utilities appear to have been 
more in touch with market dynamics. Today, distributors have likely become 
accustomed to lower growth rates during '07, and have now reset their 
expectations. Now distributors sound too pessimistic relative to what the 
utilities are indicating. We sense a trend where distributors are extrapolating 
current market conditions into future periods and missing inflection points. 

Transmission Fell Short in '07 But Looks to Catch Up, Distribution 
Spending Ticking Up 

We have compared our prior survey's FY '07-'09 T&D cap-ex projections with 
the FY07 actual spend, revised FY08-10 projections as documented by YE07 
10K filings, and have added FY 0 estimates. In addition to referencing SEC 
documents, we surveyed nearly 40 investor owned utilities (IOU) to capture 
anecdotal industry comments and color on spending intentions. Relative to our 
FY'07 survey results, T&D capex was weaker than expected, with a 5.4% 
shortfall from an estimated $27. 2b to an actual spend of $25. 7b. When broken 
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This is the first time since we began this 
survey in '04 that year-over-year spending 
expectations for "T" haven't accelerated. 
However, planned '08-'10 spending is 
still at a steep rate of growth over prior 
years. 



down by individual elements, "T" spending was lower than expected by 15.7% 
while "D" spending was right on at $17. 7b. 

2007 capex trends were well below initial expectations primarily due to delayed 
transmission projects. However, delays appear to have had little impact on 
utilities appetite for future projects. Between 2008 and 2010, aggregate 
transmission expenditures are projected to grow 61% and distribution 
expenditures are projected to grow 22%, over the previous three years. In total, 
aggregate T&D capital expenditures C08-'10) are projected to grow 33% to 
.3 billion versus '05-07 levels at $73.8 billion. 



Figure 1. Estimated T&D Spending Pattern 



Survey Results 
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Source: Citi Investment Research 



Transmission Spending Fell Short In '07. Increase in '08 Budget Keeps 
Multi-Year Growth Trend Intact 

Our survey shows an overall delay in 2007 transmission spending, but an 
upward shift in the transmission spending curve for '08-10 that makes 
spending growth trends on "T" look roughly stable over the forecast period vs. 
our prior estimates. This is the first time since we began this survey in '04 that 
year-over-year spending expectations for "T" haven't accelerated. 

Looking at the data, actual spending on transmission in '07 was $8.0 billion, 
up 2.2% from '06, but is 15.7% below the projected spend of $9.5 billion. This 
shortfall is related to delays associated with various permitting and right of way 
issues. Large-scale projects, such as EIX's Devers-Palo Verde II and PCG's 
Midway - Gregg lines have been delayed by two and three years, respectively. 
DPV2 was budgeted to cost $680 million while Midway carries an $800 million 
price tag. Consolidated Edison indicated a re-distribution of "T" spend due to 
delayed approval for their M29 line running from Westchester, NY into 
Manhattan. Prior 2007 estimates reflected a portion of the $375mm price tag 
to be included, but were actually pushed back into '08-10. 

Planned 2008 transmission spending is clearly benefiting from delayed capex 
plans initially intended for the 2007 budget year. As a practical matter, the 
growth projected in the survey could be difficult to achieve, even if siting 
delays did ease, due to tightness in product markets and limited engineering 
resources. A more realistic scenario could be a steady multi-year rise in 
spending as projects gradually move forward and reliability upgrades continue. 

— May 22, 2008 
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Proprietary / Proactive Energy Merchants 



Industry 



Figure 1. Target Price Change 



Ticker Price (5/21) Rating 

CPN US$21.28 2S 
NRG US$42.51 1M 



Target Price 
Old New 

US$21.00 US$24.00 
US$53.00 US$53.00 



Source: Citi Investment Research 



Figure 2. EPS Estimate Changes 

Current Year Next Year Estimates 

Ticker Old New Old New 

CPN US$0.19 US$-0.29 US$0.12 US$0.16 

NRG US$1.54 US$1.54 US$3.06 US$3.06 

Source: Citi Investment Research 



NRG-CPN Potential Merger: View Deal Favorably; See Offer 
Upside to Roughly $24-ish 

Brian Chin, CPA 

■ What's New — After market close on 5/21/08, a flurry of releases revealed 
Calpine and NRG are in merger talks. NRG's current offer is an all-stock 
transaction with an exchange ratio of 0.534x for CPN shares, implying a 
$22.7 (6.7% premium) versus today's closing price of $21.28. Calpine's 
Board indicated it will continue to review the proposal. 

■ Implications for NRG/CPN — Assuming closing prices for NRG and CPN, the 
combined entity trades at ~8.8x 2009E EBITDA, but has an operational 
profile closer to DYN shares, which due to recent strong performance, trades 
at 9.6x 2009E EBITDA. If we simplistically assume the combined entity 
trades at a DYN multiple, and if NRG offers a realistic portion of the multiple 
uplift to Calpine shareholders (with no operational or tax synergies) we 
calculate NRG's offer could rise to roughly $24.50 per CPN share. Our CPN 
target has increased to $24. In our view, a merger deal is worth considering 
for CPN shareholders, while for NRG shareholders we believe a deal makes 
sense up till roughly a mid-$20s offer for CPN shares. We believe Calpine's 
lack of a management team, plus NRG's established (and in our view well 
regarded) management team, will likely weigh heavily on Calpine's Board as 
it deliberates negotiations. 

■ Implications for Other Merchants — Near term, reserve margins, commodity 
prices and market heat rates have been the incremental issues affecting the 
sector. M&A has been off the radar screen since the KKR/TXU 
announcement in early 2007. This announcement will likely lift the entire 
merchant space in the near term as investors explore the plethora of 
possibilities for the first time in a year. RRI's strong 11.4% free cash flow 
yield could receive greater investor attention. 



If It Walks Like a DYN and Talks Like a DYN. 
DYN...? 



.Shouldn't It Trade Like a 



Dynegy trades at a 9.6x EBITDA multiple, 
above the group average. In our view, this 
is because it operates a higher proportion 
of gas fired assets, giving it greater 
operational leverage to tightening reserve 
margins. 



We argue that the combined entity would look a lot like Dynegy, and might 
therefore trade a lot like Dynegy shares. Since NRG and CPN shares closed at 
prices that imply a lower combined valuation (8.8x 2009E EBITDA) than 
Dynegy (DYN.N; US$9.58; 1H) (9.6x 2009E EBITDA), we believe this signals 
NRG's bid has room to rise. We also believe the management team search 
might weigh heavily on the board to favor some type of deal. At the end of the 
day, we view a combination positively. 

What to do if you are: 

■ A CPN shareholder: We believe a merger proposal makes sense with NRG. 
Our revised target is $24 for CPN as a stand-alone entity (our revised stand- 
alone valuation supports $24, but now our rough M&A math also supports 
$24.50). We agree with Harbinger that Calpine's board should use the 




Citigroup Global Marke 



rch 




US Portfolio Strategist 

29 May 2008 



current offer as a starting point for discussion. We would favor a merger of 
some type. 

An NRG shareholder: We would favor the deal up till roughly the mid-$20s 
Calpine offer price. After that, most of the value appears to accrete to 
Calpine shareholders and a deal would leave thin upside versus operational 
and execution risk of a successful merger. 

A position in neither: We currently rate NRG shares Buy and rate CPN 
shares Hold. Calpine's lack of hedging disclosures is the primary reason for 
our Speculative risk rating, and in spite of the fact that we see upside to 
$24.50 and we see a merger as a realistic possibility, upside to $24.50 is not 
sufficient under a Speculative risk rating to merit a Buy rating. But, Reliant 
(RRI.N; US$24.80; 1H) shares trade at an 11.4% free cash flow yield, which 
could highlight its relative attractiveness in an M&A-sensitive environment. 



Figure 3. Capacity (MWs) By Fuel Type 





Source: Citi Investment Research. Darker segments 
are baseload, lighter segments are mid-merit and 
peaking. 



Rough M&A Math 

If we split the upside of the combined entity (from 8.8x to 9.6x) and then 
allocate the upside to a level that still provides NRG shareholders with what we 
believe is material upside, then we roughly calculate NRG's bid could increase 
to roughly $24, above the $22.70 implied in the current offer and above CPN's 
closing price of $21.28. We also note that above the $23.88 mark, Calpine's 
warrants (48.5 million share equivalents of CPN shares) become in the money. 

NRG's portfolio is primarily baseload, while Calpine's is primarily peaking/mid- 
merit. Calpine's portfolio is much more marginal. We think of the two 
companies at opposite ends of the Merchant spectrum in terms of utilization 
and reserve margin operational upside. 

But, if we combine the two portfolios, we find the combined entity roughly 
matches Dynegy's portfolio in terms of baseload-to-peaking percentages of 
capacity. This helps gauge how much sensitivity the portfolio could have to 
tightening reserve margins and higher gas prices. 

Quick Other Thoughts: 1) We have not estimated potential SG&A synergies, but 
we expect a relatively small amount. These are not accounted for in our rough 
M&A math. 2) We calculate the acceleration of NOLs could contribute $250- 
$400 million in rough net present value (relatively small amount given a 
potential market cap of $27 billion). Our range stems from whether we assume 
Calpine's NOL annual election limit is increased to account for the NRG 
merger. 3) We believe NRG Energy has a well-regarded management team. 
Calpine, having only a temporary management team in place, would likely 
benefit from having an executive team at the helm with a familiar track record. 

4) It is unclear how much fuel purchasing economies of scale could command. 

5) We calculate the negative NPV carbon exposure for NRG is $1.2 billion, 
while Calpine is $1.1 billion (excluding geothermal due to long term contracts). 
In our view, the two offset one another, but the combination itself does not 
create value. 6) Texas load shaping is difficult to quantify, but basically the 
combined entity would be able to offer a more seamless wholesale power 
product in Texas than either entity could alone. 

— May 22, 2008 
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Proprietary / Proactive 
Retailing — Hardlines 



Buy/Medium Risk 

Price (20 May 08) 
Target price 

Expected share price return 
Expected dividend yield 
Expected total return 

Market Cap 



1M 

US$23.91 
US$28.00 
17.1% 
1.4% 



18.5% 

US$16,760M 



SPLS Company Metrics 

52-Week Range 

Div(E) 

Est. 5-Yr Growth 
P/E (01/08E) 
P/E (01/09E) 
01/07AEPS 
01/08E Cur EPS 
01/08E Prev EPS 
01/D9E Cur EPS 
01/09E Prev EPS 



US$25.37-US$19.76 

US$0.38 
NA 
15.3x 
13.7x 
US$1.42 
US$1.54 
NA 

US$1.75 

NA 



Price Performance (RIC: SPLS.O, BB: SPLS US) 
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Staples Inc. (SPLS) 

Initiating with a Buy Rating Is "Easy" 

Kate McShane, CFA 

■ Initiating With a Buy Rating — We are initiating coverage on Staples with a 
Buy/Medium Risk (1M) rating and a $28 target price, or 18.5% expected 
total return from the May 20 price of $23.91. 

■ Top Line Growth and Margin Improvements Should Drive Bottom Line — 

Staples is best positioned of the three retailers because of the company's 
scale, continued prospects for growth in retail, delivery and internationally, 
its potential for further margin improvement through new services, exclusive 
product, a strong balance sheet, effective merchandising; a successful 
marketing and branding campaign, potential upside to valuation and an 
experienced and well regarded management team. 

■ Staples Best Way to Participate in Eventual Macro Recovery — Office supply 
retailers are generally a leading indicator of the economy (stocks peak and 
trough four quarters earlier than GDP). With Citi's outlook for GDP growth to 
bottom in Q408, we think this could be an opportune time to put money to 
work in SPLS. 

■ Attractive Valuation — Staples stock has pulled back 13% since its pre- 
recession peak in February 2007. Our target price is using a conservative 
multiple of 16x, which implies a $28 valuation. 

■ Staples Is the World's Largest Office Supply Retailer — The company sells 
office supplies, technology products, ink and toner, and office furniture 
through both retail outlets and delivery services. 

■ We Also Initiate Coverage of Office Depot and OfficeMax with Holds — We 

initiate coverage of Office Depot (ODP.N; US$12.32; 2H) with a Hold/High 
Risk rating and a $16 target price. We initiate coverage of OfficeMax 
(OMX.N; US$20.32; 2S) with a Hold/Speculative rating and a $21 target. 

Staples Investment Thesis 

With office supply retailers generally a leading indicator of economic 
conditions, we think this could be an opportune time to put money to work in 
the sector. Currently, Citi's economists estimate GDP growth will bottom by 
Q408. Therefore, we think the ideal time to buy Staples was in Q108 (FY1Q09). 
However, based on our detailed analysis, we think there is still attractive 
upside to the name. 

Staples is best positioned of the three retailers because of the company's 
scale; continued prospects for growth in retail, delivery and internationally; its 
potential for further margin improvement through new services and exclusive 
product; a strong balance sheet; effective merchandising; a successful 
marketing and branding campaign; potential upside to valuation and an 
experienced and well regarded management team. Although Staples 
competitors, Office Depot and Office Max, are also pursuing growth and margin 
improvement, Staples has already proved they are able to deliver on both 
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initiatives even in a difficult macro environment. In Q109, sales at Staples 
increased 6.4% and gross margins were up slightly, compared to Office Depot 
and Office Max, who just reported with sales down low and mid-single digits 
and significant declines in operating income year over year. 



The office product stocks are most highly 
correlated to GDP growth, which is not 
expected to bottom until Q408. Because 
the ODP and OMX have pulled back 66% 
and 62% their pre-recession peaks as a 
result of a tough macro environment, we 
think much of the downside risk is priced 
in at current levels. 



The Bear Case: Because the stock reached its trough in November 2007, is 
trading at 12% discount to its three year average P/E multiple and Staples is 
typically a leading indicator, we think there is limited downside risk to this 
name at these levels. However, if the economy doesn't bottom in Q408 or if the 
company has to increase its bid for Corporate Express significantly, we could 
see the stock continue to trade in a fairly tight range. 

Office Depot, Inc.: Initiating with a Hold/High Risk, $16 Target Price 

Office Depot is in the midst of turning around their business. On the positive 
side, there is significant potential for the company to improve its operating 
profit margins. The company is taking several initiatives with consolidating its 
supply chain, introducing new services, and increasing private label, which 
should all contribute to improving margins. However, Office Depot has 
significant exposure to the Florida and California markets, which we think 
could continue to weigh on results and offset any cost improvement. Office 
Depot also has close to 30% of its business based internationally, with the 
majority of that business in Europe which could experience a tougher macro 
environment over the coming months. 



To become more positive on the stock, we need to see margins start to stabilize, 
an improvement in the Florida and California economic environments (which 
make up 26% of ODP's North American retail sales, 30% of North American 
business solution sales) and/or indication of possible market share gains. 

What Could Make Us More Negative — If margins continue to deteriorate 
despite cost savings and margin improvement initiatives, we think there could 
be more downside risk to the stock. 

OfficeMax Inc.: Initiating with a Hold/Speculative, $21 Target Price 

OfficeMax is also in the midst of turning around its business, with a particular 
focus on margin improvement. However, OfficeMax continues to operate in a 
highly fragmented and competitive market which could make a turn around 
more difficult. We also think Office Max's size puts them at a disadvantage to 
the larger Staples and Office Depot. 

Operating Margin Improvement Could Make Us More Positive — OfficeMax's 
FY07 operating margins were around 3.8%, which is significantly lower than 
Staples' operating margins of 8.2%. Management has a plan in place to 
improve margins, but margins are not expected to improve until 2009. 

What Could Make Us More Negative — OMX is currently trading near trough 
multiple levels (~10x vs. trough of 7.6x). However, if challenges in the macro 
environment continue longer than expected or OMX is not able to deliver better 
comp store sales in order to leverage its expenses, we could expect more 
downside risk in the stock. 

— May 21, 2008 
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Proprietary / Proactive 



Internet 



Buy/High Risk 

from Hold/High Risk 
Price (27 May 08) 
Target price 

from US$33.00 
Expected share price return 
Expected dividend yield 
Expected total return 

Market Cap 



1H 

US$28.04 
US$35.00 

24.8% 
0.0% 



24.8% 

US$1, 614M 



WBMD Company Metrics 

52-Week Range 

Div(E) 

Est. 5-Yr Growth 
P/E (12/08E) 
P/E (12/09E) 
12/07A EPS 
12/D8E Cur EPS 
12/08E Prev EPS 
12/09E Cur EPS 
12/09E Prev EPS 



US$61. 35-US$21. 89 

Nil 
19.0% 
49.2x 
37.5x 
US$1.05 
US$0.57 
NC 

US$0.75 

NC 



Price Performance (RIC: WBMD.0, BB: WBMD 
US) 




WebMD Corp. (WBMD) 

Pulse Getting Stronger: Upgrading to Buy 

Mark S. Mahaney 

■ Upgrading WBMD from Hold to Buy with New $35 Target Price — We view 
the 32% YTD correction in the shares as providing a very good entry point, 
with the 13X '08/1 IX '09 EV/EBITDA multiples providing very attractive 
valuation levels. $35 target price — based on 14X '09 EBITDA — provides 
25% upside from current levels. 

■ 1. Pharma Ad Spend Online Still Well Underindexed — vs. 7%-8% 
penetration for overall U.S. Internet advertising, less than 4% of Pharma's 
$14B+ U.S. promotional ad spend is currently online. To quantify the 
secular growth opportunity, were Pharma's online ad penetration to match 
our forecasted overall level of 10.5% by 2010, this would imply a 35% 
segment CAGR. 

■ 2. WBMD Remains the Leading Online Source for Both Consumers and 
Doctors — a) WBMD has 10X the page views of the closest health online 
content site; b) Our proprietary survey of 100 health related keywords 
reveals that WebMD is among the top 10 organic search results 79% of the 
time; and c) WBMD's 1.1MM CME programs in Q108 were materially higher 
than competing sites. 

■ 3. Strong Outlook of Growth Acceleration and Margin Expansion — Easier 
comps, anniversarying of AOL termination, and high incremental margins 
key factors. 

■ 4. M&A Activity Highlights Attractive Valuation/Scarcity Value — Pending 
acquisition of CNET by CBS (for 18X EBITDA) highlights scarcity value. 

■ 5. More Attractive Investment Vehicle with Pending Merger — Creation of 
single-class stock with ~5x float increase creates opportunity for long-term 
investors. 

Below we highlight a few of the upgrade factors: 

Pharma Ad Spend Online Still Well Underindexed, Creating Secular 
Growth Opportunity 

In 2007, ~$21B was spent on online advertising in the U.S., accounting for 
over 7% of total U.S. advertising and direct marketing spend. While online 
advertising growth is being negatively impact by the U.S. recession, the rate of 
penetration growth appears to be very consistently growing, and we believe the 
Internet could account for almost 9% of U.S. marketing dollars in 2008 and 
10.5% by 2010, implying a '07-'10 CAGR of 18%. 

Against this backdrop, Pharma advertising online is clearly underindexed. 
Based on TNS data, we calculate only 1% of U.S. Pharma marketing dollars 
were online in Q108. There is significant variability in that penetration level 
over the last three years, but even the peak quarter penetration level of 4% in 
Q107 is materially below the overall 7% of U.S. Internet advertising last year. 
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We calculate that were Pharma's online 
ad spend penetration to rise from a 
conservative 4% in 2007 to our 
forecasted overall Internet level of 10.5% 
by 2010, that would imply a 35% revenue 
CAGR for the segment. 



Figure 1 . Organic Search Ranking for 1 00 
Health-Related Keywords on Google.com 




Source: Citi Investment Research 



We believe WebMD may well account for a 
majority of all CME programs conducted 
online. The so-what here is that WebMD 
has a very strong presence among 
healthcare professionals online, making 
the company something of a must-buy for 
marketers attempting to reach this 
segment. 



If CNET with a 13% '08 EBITDA growth 
outlook can receive a 18X EV/EBITDA 
multiple, WBMD with a 23% '08 EBITDA 
growth outlook looks reasonable with a 
13X-14X '08 EV/EBITDA multiple. 



Key Cegedim Dendrite Study: The secular growth opportunity is also 
highlighted by the March 2008 Cegedim Dendrite "Annual DTC Industry 
Checkup" survey. Cegedim Dendrite surveyed 144 DTC (direct to consumer) 
marketers in the pharma/healthcare industry to track their marketing plans. 
One clear negative from the study was that fewer and fewer industry 
professionals anticipate increasing their marketing spending near-term — 
specifically, 56% say their spending in 2008 will stay the same or actually 
decline, while only 44% believe that spending will increase. 

But the key point related to WebMD is that nearly two-thirds of pharma/ 
healthcare marketers plan on increasing their online marketing efforts. 
Cegedim Dendrite's survey concluded that the top two areas where DTC 
marketers believe budgets should increase are 1) websites and 2) search 
engines, with National TV and Radio being the top two areas where DTC 
marketers believe budgets should decrease. 

WBMD Remains the Leading Online Source for Consumers and Doctors 

According to comScore Media Metrix, WebMD continues be the dominant 
player in the online health information category, based on Monthly Unique 
Visitors and Page Views. In the most recent month, WebMD had 35% more 
Unique Visitors than the next closest Website — 19.9MM vs. 14.7MM for 
Everyday Health. Even more significant, in the most recent month WebMD had 
approximately 10X the number of page views of the next closest Websites — 
Revolution Health and AOL Body. Our takeaway is that in terms of online reach, 
WebMD has been and remains a must-buy for DTC marketers. 

Another key indicator of WebMD's strength as a leading Internet consumer 
destination is how it ranks per that ultimate arbiter of online relevance — 
Google's organic search results. We have conducted a proprietary survey of 
over 100 health-related search terms on Google and have found that WebMD 
and its network of sites (including eMedicine and Medicinenet) come up in the 
top 10 results 79% of the time. Importantly, that 79% is a 300 bps increase 
from the relevance level we tracked a year ago. The point is that WebMD is 
perceived to be one of the most relevant Websites for health information and 
that perception of relevance has actually increased over time. 

Finally, we believe WebMD has a very strong presence among physicians 
online. One data point in support is the number of CME (Continuing Medical 
Education) programs completed by medical professionals on WebMD's site. In 
Ql:08, there were 1.1MM CME programs completed on WebMD, an amount 
that was up 59% Y/Y. 

Sector M&A Activity Highlights Attractive Valuation and Scarcity Value 

On May 15, CBS announced it would acquire CNET for $11.50 per share, 
implying 18X EV/EBITDA based on our estimates. At the margin, we believe this 
transaction and its valuation highlight WBMD's scarcity value and attractive 
valuation. There are in essence very few publicly traded online content plays. 
Traditional media publishers looking for large online ad inventory possibilities 
don't have that many options. And WebMD arguably would provide one of the 
strongest competitive positions within its specific vertical. 

— May 28, 2008 
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On the Contrary 
Electric Utilities 



Hold/Medium Risk 

from Buy/Medium Risk 
Price (27 May 08) 
Target price 

from US$85.00 
Expected share price return 
Expected dividend yield 
Expected total return 
Market Cap 



2M 

US$90.39 
US$91.00 

0.7% 
2.2% 



2.9% 

US$59,655M 



EXC Company Metrics 

52-Week Range 

Div(E) 

Est. 5-Yr Growth 
P/E (12/08E) 
P/E (12/09E) 
12/07A EPS 
12/D8E Cur EPS 
12/08E Prev EPS 
12/09E Cur EPS 
12/09E Prev EPS 



US$90.39-US$67.37 

US$2.10 
14.0% 
21.3x 
18.1x 
US$4.36 
US$4.25 
US$4.50 
US$5.90 
US$4.90 



Price Performance (RIC: EXC.N, BB: EXC US) 

USD 
85 
80 
75 
70 
65 




29 
Jun 



28 
Sep 



31 
Dec 



31 
Mar 



Exelon Corp. (EXC) 

EXC's Premium Valuation Reflects a Superior Business 
Position; Our Target Price Is Now $91/Share, Rating Hold 

Greg Gordon, CFA 

■ Conclusion: Stock Is Approaching Fair Value — Trading at 18. lx 09E EPS, 
EXC trades at a premium vs. its Integrated utility peers owing to a superior 
business position given its ownership of ~17,000MW of low cost, carbon 
neutral merchant nuclear power plants in Illinois and Pennsylvania. That 
being said, we think the stock is approaching fair value given reasonable 
expectations regarding EXC's earnings growth potential. 

■ Earnings Power Could Approach $8/Share in 2012 —We expect >15% EPS 
growth through '12, but the numbers are back-end loaded. Our earnings 
estimates for '08-12 are $4.25/ $5.00/ $4.80/ $6.25/ $7.50, taking in to 
account current forward curves for power, the roll-off of EXC's legacy 
contract in PA in '11, and assuming implementation of a carbon cap-and- 
trade program in '12 with credits trading at $15/ton. We assume 
improvement in earned ROEs at ComEd but a decline in earnings and ROE at 
PECO, and share repurchases with excess cash and balance sheet capacity. 

■ Recommendation — Our target price is now $91, which is supported by our 
"Open" EBITDA model using $8.25/share LT gas and $15/ton carbon. Our 
target is conservative under certain circumstances, including higher long- 
term gas prices, higher carbon prices, or escalation of off-peak power prices 
under a scenario of systematically higher coal pricing. 

We Like Exelon's Profile But Think the Stock Is Fully Priced 

Exelon, the largest merchant nuclear generator in the U.S., saw dramatic 
margin expansion in FY '07 from a transition to market rates in Illinois. Over 
'07-'10, EXC has leverage to rising power and capacity prices, an assumed 
"reversion to the mean" on ComEd's ROE and a reasonable level of annual 
share repurchases. This is offset in the short run by some cost escalation. Net 
of all these factors, we find that EXC's near-term earnings trajectory has 
improved due to the impact of rising natural gas and coal pricing on both 
Illinois and Pennsylvania power prices, which is reflected in our generally 
higher EPS estimates for '09-11. 

We forecast 2011 earnings will rise from the roll-off of below-market hedges in 
PA, where Exelon serves -40 TWh of retail load that will be charged a 
generation rate of $53.51/MWh in 2010. We estimate that retail power prices in 
2011, based on recent retail power procurement auctions by other PA 
generators, could rise to >$100/MWh, driving a potential '11 EPS increase of 
~$1.50. The 2011 earnings estimate uplift is followed by our presumption of 
the EPS impact from the implementation of carbon caps in 2012, driving 
materially higher earnings power. We have published a 2012E EPS estimate of 
$7.50 that incorporates the impact of $15/ton carbon pricing on EXC's 
earnings outlook, assuming implementation of a carbon cap and trade system 
that year. Under the scenario we have modeled, we think EXC could see an 
increase in EBITDA of $1.5 billion in '12, which is accretive to EPS by $1.50. 
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Near-Term Catalysts 

We have been monitoring the progress of greenhouse gas legislation in 
Washington, DC, since 9/06. The Senate is expected to debate the Warner 
Lieberman Bill, which would regulate CO2 emissions through a cap-and-trade 
system, next week, which has raised the profile of EXC and other "long carbon 
plays" in the U.S. utility sector. We don't expect Warner Lieberman to pass this 
year. It will most likely get enacted in '09 (as both political parties lead 
candidates are supporters, in principle) with implementation in 2012. 



A rate freeze is highly improbable 
because it would violate several federal 
legal precedents and would ultimately 
raise, not lower, customer bills given the 
impact it would have on credit ratings and 
power market risk premiums. 



With the above mentioned "tailwinds" why 
are we downgrading EXC now? The bottom 
line is we think current valuation is close 
to reflecting all the positive drivers 
mentioned above. However, there are 
several ways we could be wrong. 



Also, the PA legislature is currently in session, and Gov. Edward Rendell (D) 
has proposed an "Energy Independence Plan" that would raise customer rates 
to pay for energy efficiency, alternative energy investments & clean energy 
projects. The Governor has expressed support for legislative action that would, 
along with passage of his initiative, allow for rate plans to mitigate rate shock in 
2011 when EXC's PA customers go to market. Legislative movement could 
occur in June or July '08. There have also been proposals offered by legislators 
that would prevent rates from moving to market in 2010-11, although they 
don't seem to have political traction. We have seen this scenario before in 
Maryland (impacting CEG) and Illinois (Impacting EXC and AEE) and come to 
the same conclusion now as we did in those cases: A rate freeze is highly 
improbable, in our view, because it would violate several federal legal 
precedents and would ultimately raise, not lower, customer bills given the 
impact it would have on credit ratings and power market risk premiums. 

How Could We Be Wrong Downgrading EXC at Current Prices? 

With the above mentioned "tailwinds" why are we downgrading EXC now? The 
bottom line is we think current valuation is close to reflecting all the positive 
drivers mentioned above. However, there are several ways we could be wrong. 

First, EXC is highly levered to our long-term assumptions regarding commodity 
prices. We assume power pricing generally consistent with a $8.25 long term 
natural gas price, and by definition a decline in CAPP/NAPP coal prices back 
to levels closer to $50-$60/ton. Structurally higher gas and/or coal prices would 
drive a higher valuation. A tightening of the historical relationship between coal 
and gas prices would also positively impact our valuation, as it would increase 
off-peak pricing assumptions, where EXC benefits given it is a base load 
generator. However, we note that in the short run despite a nearly doubling of 
CAPP coal prices since the beginning of 2008, off-peak power prices in Illinois 
(which should be influenced by coal prices) have moved only modestly. PRB 
dark spreads have remained stable but implied CAPP dark spreads have 
declined — based on quoted prices — to practically zero. This may be due to 
the expectation that the addition of renewable power to the grid (wind turbines) 
in 2009-10 may have an impact on off-peak power prices. So, it is possible 
that even if coal prices remain systematically higher, that power pricing could 
be offset in the other direction by changes to the dispatch curve. 



Second, we could be wrong if carbon caps are implemented and the pricing is 
steeper than we modeled. Given EXC's almost completely nuclear portfolio, a 
$5 change in our pricing assumption of $15/sh has an impact on '12 EBITDA 
of ~$500 million ($0.50/sh) and would increase our target by $5.00. 

— May 27, 2008 
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Buy/High Risk 

Price (22 May 08) 
Target price 

Expected share price return 
Expected dividend yield 
Expected total return 
Market Cap 



1H 

US$58.10 
US$79.00 
36.0% 
0.0% 



36.0% 

US$25,324M 



CELG Company Metrics 

52-Week Range 

Div(E) 

Est. 5-Yr Growth 
P/E (12/08E) 
P/E (12/09E) 
12/07A EPS 
12/08E Cur EPS 
12/08E Prev EPS 
12/09E Cur EPS 
12/09E Prev EPS 



US$75.1 8-US$46.21 

Nil 
47.0% 
38.7x 
25.1x 
US$1.05 
US$1.50 
NC 

US$2.32 

NC 



Price Performance (RIC: CELG.0, BB: CELG US) 




Biotechnology 

CELG: Dacogen Saga Continues; GILD: Viread Patients Solid 

Yaron Werber, MD 

Celgene Corp. (CELG): Dacogen Saga Continues — Data Appears 
Delayed. ..Again 

■ Conclusion(s) — We believe that the EORTC phase 3 Dacogen data in high 
risk MDS (blood cancer) will be presented in full at the American Society of 
Hematology (ASH) meeting in early December. It is now not clear when the 
press release detailing the top-line results will be announced. The ongoing 
delay may signal that something is not right. Thus, the study may have failed 
or just barely met its primary endpoint. Both would be wins for Celgene. 

■ Dacogen EORTC Data — Dacogen is a competitor to Celgene's Vidaza. From 
our analysis, we believe that the EORTC data may fail or just meet the 
endpoint with 5-6 mos of overall survival. This would not be as competitive 
as Vidaza 9 months of overall survival. 

■ Citi Global Research — We have been coordinating with the global health 
care analysts on a daily basis to track down the timing for this data. We also 
met with Celgene and SuperGen at our conference this week. 

■ Eisai Comments — As of May 23, Eisai noted that JNJ is coordinating the 
data with EORTC but not clear that the press release will be announced in 
June. June was Eisai's guidance last week. No new timelines are given other 
than they are trying to get the data from EORTC. JNJ Says the data may be 
presented at ASH without any further comments. 

■ SuperGen Comments — EORTC has been cleaning up the data for some time 
since they want to get it right given the high sensitivities in this competitive 
situation. It is not clear when the press release will be announced other than 
"soon". It may be in June or it may not be in June. SuperGen said that they 
do not know the data yet. 

■ Our Take — The long EORTC analysis (last event in January) suggests that 
the data may disappoint since, if it were clear cut, it would likely have been 
released already. 

■ Weakness Overdone — The recent weakness with Celgene due to the 
concerns over this data appears overdone and we believe it presents a 
buying opportunity. 

— May 21 & 23, 2008 
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Gilead Sciences Inc. (GILD): 
Tracking Slightly Ahead 



Viread Patents Are Solid; HIV Franchise 



Buy/Medium Risk 

Price (22 May 08) 
Target price 

Expected share price return 
Expected dividend yield 
Expected total return 
Market Cap 



1M 

US$53.69 
US$60.00 
11.8% 
0.0% 



11.8% 

US$49,527M 



GILD Company Metrics 

52-Week Range 

Div(E) 

Est. 5-Yr Growth 
P/E (12/08E) 
P/E (12/09E) 
12/07A EPS 
12/D8E Cur EPS 
12/08E Prev EPS 
12/09E Cur EPS 
12/09E Prev EPS 



US$54.48-US$35.B7 

Nil 
21.0% 
24.5x 
21.4x 
US$1.82 
US$2.19 
US$2.15 
US$2.51 
US$2.48 



Price Performance (RIC: GILD.0, BB: GILD US) 

USD 
50 
45 
40 
35 




■ We Hosted Gilead at Our Health Care Conference — We also held a patent 
panel at the conference to discuss the challenge to Viread's patents. Based 
on this work, and analysis of IMS data, we maintain our high conviction in 
the stock of the near-term as Q2 is shaping to be another good quarter. 

■ Raising Estimates — We are raising our 2Q08 total revenue from $1,221M to 
$1,267M (vs. consensus $1,185M) to reflect higher royalty income. This 
results in a new 2Q08 non-GAAP EPS estimate of $0.52 (previously $0.50), 
and FY08 non-GAAP EPS estimate of $2.19 (previously $2.15). 

■ HIV Slightly Ahead — Based on IMS prescription data, Gilead's HIV 
franchise is tracking at $1,013M vs. consensus $999M. Due to foreign 
exchange backwinds, our ex-U.S. sales estimates could have some upside. 

■ Viread Patents on Solid Footings — Our patent consultants believe that in 
addition to '230, all other Viread patents will be upheld soon. Further, they 
believe the reexamination process will leave these patents in an even 
stronger position and discourage challenges from generic companies. 

■ Aztreonam Lysine Better than TOBI — Gilead stressed that aztreonam lysine 
for cystic fibrosis offers advantages over TOBI because: 1) it does not have 
the hearing loss or kidney damage; 2) it can be inhaled in 2-3 minutes vs. 
TOBI's 15 minutes, and 3) it has a better resistance profile. 

■ Underappreciated Pipeline — Darusentan can command premium pricing 
since resistant hypertension is life threatening. Phase III data is expected in 
2009. GS9450, a caspase inhibitor for fibrotic disease due to HCV, is high 
risk/high reward with phase II data expected by year-end. 

IMS Prescription Data Analysis Suggests HIV 2Q08 Sales Remain Solid 

Our analysis of IMS Health data suggests Gilead's HIV franchise is on track to 
post solid 2Q results. U.S. Truvada sales are tracking at $252M (+3.5% q/q). 
Thus, we are raising our sales estimate from $234M to $244M and worldwide 
sales estimate from $477M to $487M. Atripla U.S. sales are tracking at $324M 
(+4.0% q/q) just shy of our $329M estimate. Viread U.S. sales are tracking at 
$65M, below our sales estimate of $73M, even after a price hike that was 
effective April 1. We are lowering our Viread U.S. sales estimate from $73M to 
$68M and worldwide sales from $160M to $151M. Our updated total 2Q global 
HIV revenue estimate is $1,013M vs. consensus of $999M. 

Tweaking Model and Raising EPS Estimates 

We are tweaking our model and making changes to our sales estimates for 
2Q08 for Truvada, Virea and Atripla to reflect the IMS prescription trends. We 
also raised our estimate from $66 million to $72 million to reflect AmBisome's 
sales trends. We are also tweaking the royalty revenue to reflect the better- 
than-expected Tamiflu royalties from Roche. Our new 2Q08 non GAAP EPS 
estimate is now $0.52 (previously $0.50), and FY08 non GAAP EPS estimate is 
$2.19 (previously $2.15). 

— May 22, 2008 
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Multi-Industry 

EE/Ml: EPG Key Conference Takeaways: Macro Demand 
Remains Solid, but Cost Pressures Loom 

Jeffrey T. Sprague, CFA 

■ Fundamentals Resilient, But Caution Prevails — The vast majority of 
companies at EPG cited strong fundamental trends. CBE said Q2 organic 
sales are tracking to the top of its 4-6% range, EMR posted strong April 
orders and DHR said Q2 sales have accelerated. EMR sees 2009 organic 
sales growth of -5%. Companies with power, energy, and aero exposures 
have good visibility into '09/'10. Visibility in TXT's biz jet and helicopter 
divisions is now extending beyond the end of the decade. However, short 
cycle visibility is limited beyond Q2 and poses risk. Most companies now 
expect commercial markets to weaken. 

■ Energy Efficiency Remains a Key Trend — Companies ranging from HON, 
EMR, CBE, ROK, and Schneider highlighted increasing demand for energy 
efficiency products. It appears energy prices have reached a point where the 
economic benefits of efficiency upgrades are superseding regulatory 
requirements as the prime business driver. SPW should continue to benefit 
from energy infrastructure upgrades. 

■ Materials Costs Loom, Perhaps Largest Risk — Rising commodity prices are 
providing a positive feedback into demand given the wealth transfer into 
emerging economies and increased resource extraction activity. However, 
cost pressures are also perhaps the biggest risk to demand and profitability. 
Universally, companies still appear to be offsetting cost with price but this 
could reverse if demand falters, setting up a severe margin squeeze. Short 
cycle businesses (electrical and consumer related) are likely most at risk. 

■ GE Cast Doubt on '09 EPS Growth — GE CEO Jeff Immelt avoided 
commenting directly on '09 EPS guidance, but comments about reducing 
reliance on real estate gains and likely higher Finance provisioning suggest 
2009 EPS estimates have risk. 

Business Remains Solid Led by Infrastructure 
Global Industrial Economy Remains Robust 

Aside from softness in residential- and consumer-related markets, a broad 
cross section of companies continue to indicate that global industrial activity is 
solid. Developing world infrastructure remains the strongest end market, but 
several companies cited improving infrastructure demand in the U.S. and 
rising U.S. exports. 
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SPX Likely to See More South African Orders 

In December, SPX received the largest order in its history ($235 million) in 
South Africa for the Medupi power station. Soon, another South African power 
station (named Bravo) will be awarded and SPX, with its local manufacturing 
presence, should be well positioned to participate. In addition, there is 
additional content up for bid at Medupi and another 13.7GW of South African 
projects on the drawing board. 

HON Trends Remain Strong 

HON continues to plan for economic slowing but still is not seeing any 
meaningful weakness outside residential/consumer. We believe dissatisfaction 
with the CPG business (auto aftermarket) could ultimately lead to divestiture. 
However, CEO Cote said the business is not for sale, nor would now be a good 
time to pursue a sale. Restructuring opportunities remain plentiful with -two- 
year paybacks, and we expect the company will continue to use stronger-than- 
expected underlying performance to fund restructuring, which will bolster the 
09/10 outlook. 

Other Highlights 

1. DHR indicated organic growth accelerated in April, in line with the mid- 
single-digit order growth experienced in Ql. 

2. ITT continues to see some slowing in U.S. municipal spending (2-3% of 
sales), but overall growth continues to track to expectations, driven by 
industrial end markets and defense. 

3. Alstom continues to see surging global power demand as power backlog 
was up 35% at the end of March. A new plant being built in Tennessee will 
be able to supply gas, steam, and nuclear turbines to the U.S. market. The 
company expects a strong U.S. cycle over the next decade, driven by tight 
supply and aging infrastructure. 

Companies Mentioned 

Cooper Industries Ltd (CBE.N; US$46.08; 2M) 
Danaher Corp (DHR.N; US$77.05; 2M) 
Emerson Electric Co (EMR.N; US$56.94; 1M) 
General Electric Co (GE.N; US$30.99; 2M) 
Honeywell International Inc (HON.N; US$60.12; 1M) 
Rockwell Automation Inc (ROK.N; US$57.40; 2M) 
Schneider Electric SA (SCHN.PA; €81.02; 2H) 
SPX Corp (SPW.N; US$124.46; 1M) 
Textron Inc (TXT.N; US$62.61; 1M) 

— May 19 & 21, 2008 
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Companies mentioned: AvalonBay (AVB.N; 
US$99.98; 3H), Post Properties (PPS.N; 
US$37.13; 3H), Camden (CPT.N; 
US$49.91; 3H), Boston Properties 
(BXP.N; US$97.51; 2H), Kilroy Realty 
(KRC.N; US$52.41; 2H), Maguire 
Properties (MPG.N; US$14.83; 3S), 
Parkway Properties (PKY.N; US$38.80; 
3H), Simon Property Group (SPG.N; 
US$98.71; 1H), General Growth 
Properties (GGP.N; US$39.81; 2H), 
Acadia Realty Trust (AKR.N; US$24.68; 
2H), Developers Diversified (DDR.N; 
US$40.30; 2H) 



Figure 1. REITs Correlation with Financials on a 
30-Day Trailing Moving Average 




— Trailing 30 Day Correlation (REITs vs Financials) — Full Period 

Source: Citi Investment Research and Bloomberg 



Real Estate Investment Trusts (REITs) 

Correlation with Financials Weakens as Inflation Worries 
Heat Up 

Michael Bilerman / Craig Melcher, CFA / Ambika Goel / Irwin Guzman 

■ Real Estate as an Inflation Hedge? — The REIT correlation with Financials, 
while relatively high at 0.75, is down significantly from the peak of 0.92 in 
mid-April, measured on a 30-day trailing average. Real estate is thought of 
as a hedge against inflation, but the 2003-07 REIT bull market skews the 
long-term correlation with CPI. Generally, the ability to reset rents and pass 
through higher costs to tenants offers a natural hedge against rising prices, 
but real capital values are at risk, given the substantial re-pricing of real 
estate the last few years. 

■ Residential/Specialty: We See AVB, PPS and CPT as Most at Risk of Weak 
Development Lease-Ups in '08 and '09 — We are cautious on companies 
with significant exposure to development completions given weaker expected 
demand from job losses will likely slow the pace of development lease up. 
AvalonBay, Post and Camden appear most at risk, with developments being 
delivered in '08 and '09 in markets where there is a high risk of 
fundamentals deteriorating. 

■ Retail: REITs Focused on Gaining Market Share but Mood at ICSC Noticeably 
More Dour — The mood was somber at ICSC last week. With a backdrop of 
retailers cutting expansion plans, retail REITs were focused on gaining 
market share from local developers. Major themes at ICSC were: more 
distress is likely to emerge, still early to judge '09 leasing, the tug between 
occupancy and rent growth, a lower 4Q seasonal ramp, and the existing wide 
bid/ask spreads on asset sales. 

■ Office/Mixed Office/Industrial: Leverage Cuts Both Ways — As fundamentals 
deteriorate, earnings, cash flows, and equity values are at risk for companies 
that operate at higher financial and operating leverage. On that basis, BXP 
and KRC screen as best positioned to weather the storm given lower leverage 
and higher margins, while MPG and PKY appear most at risk from higher 
leverage and recurring capex. 

Correlation with Financials Weakens 

REITs' correlation with the broader financials index has weakened over the last 
month, with REITs continuing to rise and the broad financials' index falling. 

Financials overall have underperformed the broad market over the last year 
and a half measured by the differential in year over year returns. Currently, the 
Financials' performance sits two standard deviations from the historical 
average with the market, highlighting the significant underperformance to date. 
Within financials, however, REITs have outperformed, putting their relative 
performance more at risk, in our view. Overall, we would expect REITs to come 
under some pressure as financial and credit concerns begin to mount again. 
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Figure 2. CIR Estimate of Development Value as 
a Percent of Gross Asset Value Estimate 
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Note: Development value based on spending to date 
on active and shadow developments plus 
development profit calculated as follows: 

1) The present value of the development profit for 
the active pipeline 

2) 10% of spending to date for the shadow pipeline 
Source: CIR and company reports 



Residential/Specialty: AVB, PPS and CPT Appear Most at Risk of Weak 
Development Lease-Ups in '08 and '09 

The apartment REITs saw little negative impact from the economic slowdown in 
first quarter results, but we expect the job losses so far this year to start 
translating into weaker apartment demand as the year progresses and into 
2009. Weaker apartment demand should be most evident in developments in 
lease-up, as the pace of lease-up will likely be slower and the concessions 
needed to achieve full occupancy will likely be larger than expected. 
AvalonBay, Post and Camden appear at the most risk for this, as these 
companies have a significant amount of developments being completed over 
the balance of 2008 and into 2009 as a percent of gross asset value, with a 
majority of these developments in markets where we see a high risk of 
fundamentals deteriorating. 

Funding the active projects should be achievable even though the GSEs do not 
provide financing for developments. The REITs should be able to get capital to 
fund development activities by selling existing stabilized assets or by putting 
debt on existing unencumbered or low-leverage assets. But, if the agencies 
become more conservative on spreads or volume of financing, this would likely 
lead to more difficultly in selling assets or borrowing of existing assets. 

Retail: REITs Focused on Gaining Market Share but Mood at ICSC 
Noticeably More Dour 

Key Company Takeaways 



Simon — Balance sheet flexibility and a portfolio of dominant assets should 
continue to drive outperformance. Growth will moderate but remain above 
peers as Simon taps into its below market rents and operating leverage. 

General Growth — A $1.5 billion term loan should be completed in the next 
month, which will fund upcoming debt maturities. Near term, the company 
could use second level mortgage on lower levered assets to fund additional 
maturities, while General Growth could announce joint ventures over the 
next year. Several years of large financing needs keeps us on the sidelines, 
despite expectations of above average core growth. 

Acadia — Our overweight position is driven by urban infill redevelopments 
and the company's underleveraged balance sheet. Operating leverage will 
kick in as Acadia invests $1.5 billion of Fund III capital over the next three 
years, reducing the company's multiple. 

Cautious on Shopping Center Developers — While last year Target and Wal- 
mart were the first retailers to reduce store growth plans, the few big box 
retailers previously driving big box development, Kohl's, JC Penney and 
Home Depot have now also reduced expansion plans. Retail REITs will likely 
get a larger portion of growth as local developers exit the market, but 
development starts will moderate, pressuring FFO growth. If retailers slow 
expansion plans and back out of letters of intent (LOIs), lease up delays 
could occur. DDR is working on putting together a fund to buy stabilized 
developments, but is only in initial discussions with potential partners. 

— May 23, 2008 
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Top Picks Live — Focus Mentor Graphics, Dick's Sporting Goods, 

ConAgra, Covidien, Cynosure 

Terence Whalen / Kate McShane, C FA / David Driscoll, CFA / Matthew J. Dodds 

Mentor Graphics Corp. (MENT.O; US$10.79; IS): Cost Reductions on 
Track, 3-Year Trough Now in Numbers and Valuation Inexpensive: 
Complete Positions by 1H08 Ahead of Peak Year '09 

Terence Whalen 

■ Stock Strategy — Complete full positions by end-lH08. Soft 2Q guide creates 
a steep 2H08 ramp (3Q/4Q 18%/14% y/y) that we believe is achievable 
based on accelerating renewals. Trough 1H08 is fully 'in the numbers' so we 
expect a + bias to valuation/EPS and the stock heading into 2H08 and peak- 
year '09. 

■ What's New — MENT affirmed '08 guidance for $915M sales, $1.05 to $1.10 
EPS, $100M+ cash flow, and 15% OpMarg. Incremental call +'s: a) on-track 
for $26M cost savings '08, b) generated record 1Q cash flow of $45M, c) 
reduced headcount 3% y/y in 1Q, d) completed European sales re- 
alignment, and e) anticipate follow-on renewals from top-2 customers in 
2H08. 

■ NT Price — MENT rallied 6% Thursday as buyers looked past soft out-Q 
guidance now that management actively discusses 2H's robust renewal 
hopper. Bears will pick at 2H linearity but a pessimistic view appears self- 
defeating: a) ahead of 2H's sequential acceleration, b) at current valuation 
levels, and c) as investors begin to discuss 2009 earnings power (Citi: 28% 
'09 EPS growth). 

■ Valuation — We increase our target to $16 from $15 and maintain MENT as 
our Top Pick with 48% return. MENT is near tough valuation with: 1) 11% 
FCF yield, l.lx EV/S, and 8.3x C09E P/E. As MENT enters peak-year 2009, 
we expect multiples to expand toward 14x-18x+ P/E and 1.4x-1.6x EV/S. In 
addition to three-year cycle precedents, MENT's emerging cost-discipline, 
new operating margin expansion, and growing cash flow/debt buyback 
bolster the case for expanding valuation. 

— May 23, 2008 

Dick's Sporting Goods Inc. (DKS.N; US$21.29; 1M): FY09 Macro 
Challenges Create Buying Opportunity for Long-Term Investors 

Kate McShane, CFA 

■ We Recommend LT Investors Buy on Near-Term Weakness — We reiterate 
our Buy rating on Dick's Sporting Goods and recommend that investors w/a 
long-term time horizon buy on today's weakness. Although we expect the 
stock to trade in a tight range at least until Q2, we think the current low $20s 
range provides an attractive entry point for long-term investors looking to 
initiate or build positions. 
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■ Long-Term Growth Story Intact — Despite near-term macro pressures on 
DKS' comps, we remain confident in Dick's long-term strategy of double- 
digit sq. ft growth annually, expanding margins due to increased scale and 
private label penetration, and market share gains. Inventories were relatively 
clean at quarter end, and Ql margin declines were a result of deleveraging 
on negative comps, masking merchandise margin improvement. 

■ Shares Are Attractively Valued — Intraday, shares are trading at roughly 

12. 8x our updated FY10 estimates, significantly below DKS' average forward 
P/E of 20. 2x and below the current peer group average of 12. 9x, despite the 
fact that DKS' retail growth is significantly higher than peers'. 

■ Reducing Estimates; Target Price Goes to $30 — We are reducing our FY09 
EPS est. to $1.26 (from $1.57) to reflect weaker comps and increased 
margin pressure due to further deleveraging of occupancy and other fixed 
costs on a softer top line. Our FY10 and FY11 estimates move to $1.65 and 
$2.05, respectively. As a result of our reduced earnings outlook, our forward 
12-month target price moves to $30 from $37. 



ConAgra Foods Inc. (CAG.N; US$23.63; 1M): Bullish F09 Thesis 
Reinforced During Discussion with CAG Management 



■ Key Takeaway — Our conviction on CAG remains high following our recent 
discussions with management. Critically, CAG mgmt. believes the company 
has the right new product innovation, strong brand equity, sound pricing 
strategy, and ample cost savings opportunities needed to drive significant 
profit improvements in CAG's Consumer Foods business during F09. Our 
analysis of CAG's business supports management's positive view as outlined 
in our recent May 12th publication. 

■ CAG Turns to a Strategy Focused on Innovation — As an ongoing strategy, 
new product innovation is fundamentally different from the ConAgra of old 
which relied on low overhead expenses and price competitive brands to grow 
EPS. Innovation at the core has been at the heart of nearly every successful 
branded food company and in our opinion is the right direction for ConAgra. 

■ Trade Down Not a Major Concern — With $1 billion in private label sales, 
CAG should be able to mitigate the impacts of a trade down to private label 
at the supermarket. Moreover, CAG management sees consumers trading 
down from more expensive retailers to cheaper formats such as Wal-Mart, 
which is positive given CAG's strong presence and low private label 
penetration at Wal-Mart. 

■ Conclusion — We believe CAG is in store for a very solid F09 and beyond 
based on our analysis of the co's brands and its opportunities for significant 
cost savings, resulting in our above consensus F2009 and F2010 estimates 
of $1.64 (+5c) and $1.81 (+16c). We see significant upside in shares over 
the next 12-18 months at current prices and reiterate our 1M (Buy) rating. 



May 22, 2008 



David Driscoll, CFA 



May 21, 2008 
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2008 Global Healthcare Conference: Highlights from Our Two Top Picks 



■ Conclusion - We provide takeaways from this year's healthcare conference 
that highlight our Top Picks: COV (COV.N; US$48.31; 1H) and CYNO 
(CYNO.O; US$25.29; 1H). 

■ COV's Pharma And Imaging Businesses Are Highlighted — Timothy Wright 
provided a significant amount of new information on the Pharma and 
Imaging businesses at COV. These businesses represent 21% of sales and 
have received scant attention by the Street so far. 

■ Pharma Is Being Revamped — The Pharma division is undergoing a 
significant rebuild as COV appears to finally be using their expertise in 
controlled substances to go after new markets via greater clin/reg 
investment. This was backed up by the announcement of a small ANDA 
approval with four more in the hopper. 

■ Imaging Solutions Poised for Margin Expansion — Radiopharmaceutical 
business should show definitive signs of margin recovery in F4Q:08 driven 
by the already approved generic sestamibi launch. Overall, COV's tone 
suggests our outlook for 14% segment EBIT margins by F2012 could be too 
conservative. 

■ Aesthetic Demand Healthy — Our aesthetic panel noted that procedure 
volumes remain healthy despite a slowing economy. Laser lipolysis in 
particular is gaining traction as an alternative several surgical procedures 
not just liposuction. 

■ Smartlipo Ahead of the Pack - CYNO's Smartlipo remains the dominant 
name in laser lipolysis with the SmartLipo brand and the recently-launched 
MPX received very strong reviews as it uses two wavelengths vs. one for rival 
products. 



Matthew J. Dodds 



May 23, 2008 
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Top Picks Live: Listing by Sector Grouping/Industry - as of May 27, 2008 













Inception Date 


Current 






Exp. Share Price 








Industry 


Analyst 


Company Name 


Symbol 


Inception Date 


Price* 


Price 


Rating 


Target 


Return 


Exp. Div Vield 


ETR 


Footnote 


Consumer 


Apparel/Footwear/Textiles 


Kate McShane 


Nike Inc 


NKE 


3-Jan-2008 


$63.28 


$66.02 


1L 


$78 


18% 


1% 


17% 




Small Cap Pick 




Dick 's Sporting Goods Inc 


DKS 


3-Jan-2008 


$28.55 


$22.32 


1M 


$30 


34% 


0% 


33% 




Lodging 


Joshua Attie 


International Game Technology Inc IGT 


3-Jan-2008 


$43.31 


$34.38 


1M 


$48 


40% 


2% 


40% 




Retailing - Breadlines 


Deborah Weinswig 


Wal-Mart Stores Inc 


WMT 


3-Jan-2008 


$46.72 


$56.40 


1L 


$67 


19% 


2% 


20% 




Small Cap Pick 




Saks Inc 


SKS 


3-Jan-2008 


$20.27 


$12.65 


277 


$20 


58% 


0% 


56% 




Cosmetics/Household Products 


Wendy Nicholson 


Avon Products Inc 


AVP 


3-Jan-2008 


$39.44 


$38.49 


1M 


$55 


43% 


2% 


43% 




Small Cap Pick 




Alberto-Culver Co 


ACV 


29-Jan-2008 


$25.70 


$26.63 


1M 


$30 


13% 


1% 


15% 




Food Manofacturers 


David Driscoll 


ConAgra Foods Inc 


CAG 


3-Jan-2008 


$23.31 


$23.20 


1M 


$33 


42% 


3% 


46% 




Energy 


Integrated Oils 


Doug Leggate 


Marathon Oil Corp 


MRO 


3-Jan-2008 


$61.72 


$50.95 


1M 


$82 


61% 


2% 


63% 




Oil - Exploration & Production 


Gil Yang 


Pioneer Natural Resoorces Co 


PXD 


LI-Apr-2008 


$53.62 


$70.74 


1H 


$69 


-2% 


0% 


-2% 




Oilfield Equipment & Services 


Geoff Kieburtz 


Halliburton Co 


HAL 


3-Jan-2008 


$38.89 


$48.12 


1H 


$60 


25% 


1% 


27% 




Financial 


Brokers & Asset Managers 


Prashant Bhatia 


Merrill Lynch & Co Inc 


MER 


3-Jan-2008 


$52.83 


$44.00 


1M 


$75 


70% 


3% 


75% 




Insurance - Life 


Keith Walsh 


Aon Corp 


AOC 


3-Jan-2008 


$46.68 


$46.65 


1M 


$55 


18% 


1% 


21% 




Small Cap Pick 




National Financial Partners Corp 


NFP 


8-May-2008 


$24.57 


$23.57 


1H 


$30 


27% 


3% 


32% 




Insurance -Life 


Colin Devine 


Principal Financial Group Inc 


PFG 


3-Jan-2008 


$68.20 


$53.21 


1L 


$70 


32% 


2% 


33% 




Insuarance - Non-Life 


Joshua Shanker 


Arch Capital Group Ltd 


ACGL 


3-Jan-2008 


$68.35 


$70.22 


1M 


$84 


20% 


0% 


19% 




Health Care Services 


Biotechnology 


Lucy Lu 


United Therapeutics Corp 


UTHR 


3-Jan-2008 


$99.04 


$94.40 


1H 


$130 


38% 


0% 


37% 




Managed Care / Health Care Distribution & 1 Charles Boorady 


WellPoint Inc 


WLP 


3-Jan-2008 


$86.95 


$54.99 


1H 


$61 


11% 


0% 


11% 




Medical Supplies & Technology: Small-Cap 


Amit Bhalla 


Hologic Inc 


HOLX 


3-Jan-2008 


$34.11 


$23.68 


1M 


$36 


52% 


0% 


51% 




Medical Supplies S Technology 


Matthew Dodds 


Covidien Ltd 


COV 


10-Jan-2008 


$44.38 


$48.26 


1H 


$58 


20% 


1% 


21% 




Small Cap Pick 




Cynosure Inc 


crrio 


3-Jan-2008 


$25.92 


$24.98 


1H 


$38 


52% 


0% 


52% 




Industrials 


Aeropsace & Defense 


George Shapiro 


Raytheon Co 


RTN 


3-Jan-2008 


$60.10 


$62.77 


1M 


$75 


19% 


2% 


22% 




Multi-Industry 


Jeffrey Sprague 


Honeywell International Inc 


HON 


3-Jan-2008 


$59.98 


$59.13 


1M 


$70 


18% 


2% 


19% 




Shipping & Freight Transportation (Top Sell) John Kartsonas 


Frontline Ltd 


FRO 


21-Feb-2008 


$49.21 


$63.43 


3S 


$32 


-50% 


9% 


-40% 


(I) 


Small Cap Pick 




Seaspan Corp 


SSW 


9-Jan-2008 


$25.27 


$26.40 


1M 


$39 


48% 


7% 


54% 




Materials 


Chemicals 


PJ.Juvekar 


Albemarle Corp 


ALB 


3-Jan-2008 


$40.70 


$43.00 


1M 


$51 


19% 


1% 


20% 




Small Cap Pick (Top Sell) 




The Valspar Corp 


VAl 


4-Mar-2008 


$21.69 


$21.39 


3M 


$20 


-6% 


3% 


-5% 


(1) 


Containers & Packaging 


Timothy Thein 


Pactiv Corp 


PTV 


3-Jan-2008 


$25.99 


$23.79 


1M 


$31 


30% 


0% 


30% 




Mining & Precious Metals 


John Hill 


Freeport McMoran Copper & Gold In FCX 


I2-Mar-2008 


$101.26 


$117.64 


1H 


$145 


23% 


2% 


27% 




Paper & Forest Prodocts 


Chip Dillon 


International Paper Co 


IP 


9-Apr-2008 


$29.21 


$26.35 


1H 


$44 


67% 


4% 


72% 




Small Cap Pick 




AbitibiBowater Inc 


ABH 


3-Jan-2008 


$20.75 


$10.25 


IS 


$37 


261% 


0% 


•266% 




Media 


Cable, Satellite, & Entertainment 


Jason Bazinet 


Mediacom Communications Corp 


MCCC 


3-Jan-2008 


$5.18 


$5.68 


IS 


$11 


94% 


0% 


92% 




Internet 


MarkMahaney 


Expedia Inc 


EXPE 


3-Jan-2008 


$30.67 


$21.74 


1H 


$37 


70% 


0% 


69% 




Small Cap Pick 




ValueClick Inc 


KM 


3-Jan-2008 


$21.78 


$19.62 


1H 


$30 


53% 


0% 


54% 




Publishing & Advertising 


Catriona Fallon 


McGraw-Hill Inc 


MHP 


3-Jan-2008 


$42.60 


$39.85 


1M 


$51 


28% 


2% 


30% 




MLPs, GPs, and Royalty Trust Partnerships 


Master Limited Partnerships (small cap} 


John Tysseland 


NuStar Energy, LP. 


AS 


3-Jan-2008 


$54.27 


$49.35 


1M 


$68 


38% 


8% 


46% 




Real Estate Investment Trusts (REITs) 


REITs 


Michael Bilerman 


Simon Property Group Inc 


SPG 


3-Jan-2008 


$86.21 


$99.18 


1H 


$107 


8% 


4% 


12% 




Top Sell 




Prologis 


PLD 


3-Jan-2008 


$61.95 


$61.88 


3H 


$52 


-16% 


3% 


-13% 


(1) 


Technology 


Computer Services & IT Consulting 


Patrick Burton 


Fiserv Inc 


FISV 


3-Jan-2008 


$55.38 


$50.92 


1M 


$67 


32% 


0% 


31% 




Electronic Payments and Info Services 


Tony Wible 


Gamestop Corp 


GME 


23-Apr-2008 


$55.21 


$49.50 


1H 


$66 


33% 


0% 


33% 




Small Cap Pick 




Blockbuster Inc 


BBI 


lS-May-2008 


$3.25 


$3.34 


IS 


$9 


154% 


0% 


152% 




Electronic Design Automation (Small cap) 


Terrence Whalen 


Mentor Graphics Corp 


MENT 


19-Eeb-2008 


$8.77 


$10.82 


IS 


$16 


48% 


0% 


47% 




Electronics Manufacturing Services 


Jim Suva 


Amphenol Corp 


APH 


3-Jan-2008 


$44.36 


$45.98 


1M 


$54 


16% 


0% 


16% 




PCs / Server & Enterprise Hardware 


Rich Gardner 


Apple Inc 


AAPL 


U-Feb-2008 


$128.01 


$186.43 


1H 


$248 


33% 


0% 


33% 




Semiconductor Equipment 


Timothy Arcuri 


KLATencor Corp 


KLAC 


7-Apr-2008 


$42.15 


$45.44 


1H 


$56 


23% 


1% 


25% 




Semiconductors 


Glen Yeung 


Texas Instruments Inc 


TXN 


I9-May-2008 


$32.20 


$32.34 


1M 


$39 


21% 


1% 


22% 




Semiconductors - Specialty (Small cap) 


Craig Ellis 


ON Semiconductor Corp 


ONNN 


3-Jan-2008 


$8.50 


$10.08 


IS 


$14 


39% 


0% 


39% 




Telecommunications 


Wireless & Wireline Services 


Michael Rollins 


Embarq Corp 


EQ 


3-Jan-2008 


$48.80 


$47.25 


1H 


$62 


31% 


6% 


36% 




Small Cap Pick 




Equinix Inc 


EGIX 


3-Jan-2008 


$99.02 


$89.01 


IS 


$120 


35% 


0% 


34% 




Telecommunications Sen/ices (Small Cap) 


Erin Schmitz 


Time Warner Telecom Inc 


TWTC 


3-Jan-2008 


$19.84 


$18.27 


IS 


$25 


37% 


0% 


37% 




Utilities 


Electric Utilities 


Greg Gordon 


FirstEnergy Corp 


FE 


I-May-2008 


$76.32 


$78.05 


1M 


$86 


10% 


3% 


12% 




Integrated Natural Gas & Gas Utilities 


Faisel Khan 


Sempra Energy 


SRE 


3-Jan-2008 


$61.55 


$58.58 


1M 


$69 


18% 


2% 


21% 




Closed End Funds 


Closed End Funds - Equity Income 


Kathy Jones 


Eaton Vance Tax Adv. Global Div Inc ETG 


3-Jan-2008 


$26.16 


$24.89 


1M 


n/a 


n/a 


n/a 


n/a 




Closed End Funds - Taxable 


Frank Sileo 


Duff 8 Phelps Utility S Corp Bond T DUC 


3-Jan-2008 


$10.43 


$11.30 


1M 


n/a 


n/a 


n/a 


n/a 




Closed End Funds - Tax-Free 


Dennis Emanuel 


Pimco Monicipal Income Fund II 


PML 


3-Jan-2008 


$14.05 


$14.11 


1H 


n/a 


n/a 


n/a 


n/a 





Ratings, Price Targets, Capital Appreciation, & Dividend Yields based on market close for May 27, 1 
inception date pricing based on opening prices. 



Notes: "Small-cap picks" designate optional s/c picks by the analyst (i.e., analyst also has a large-cap pick for sector). (1) Top Sell. (2) New Addition. Source: CIR 
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The Globaliser 

May 19-23, 2008 



Asia Macro Views: What if Oil Prices 
Reach $200? 

May 22, 2008 
Yiping Huang 



Euro Weekly: Neutral ECB, Hawkish 
Norges Bank 

May 22, 2008 
Michael Saunders 



Latin America Strategy Notebook: Is 
Colombia Next? 

May 19, 2008 

Geoffrey Dennis and Jason Press 



The Pump: Chinese Demand Growth 

May 21, 2008 
James Neale 



Featuring: Bullish on China Cement; Anhui 
Conch Up to Buy from Sell 

Bruce Rolph 

On. ..a $200/bbl oil "what if," the outlook for euro rates, beware Colombia's 
downside, China's demand for oil, still buying Vale, China cement update, a 
slowing in U.S. spirits, plus downgrading Macquarie Group. 

Economics & Currency 

"What if oil prices reach $200?. ..vs. our GDP forecasts at 7.5% on average for 
Asia in '08 (+8.7% in '07), oil prices reaching $200 by year-end could reduce 
Asia's GDP growth by at least another 1.5ppts... although economies with high 
energy-intensity, such as Indonesia, Malaysia, Thailand, and Taiwan, would be 
affected more, while Chinese and Indian growth might be shielded by oil 
subsidies. ..and the average inflation rate could also rise by another 3.5ppts, 
defying the notion that supply-driven inflation could go away by itself. ..meaning 
rates would likely move up much more rapidly across the region. ..while current 
accounts would probably worsen in most Asian economies, posing particular 
challenges for India, Korea, the Philippines, Taiwan, and Thailand, and their 
currencies." 

"The bias to ECB tightening being priced into the front end is misplaced, in our 
view, as the ECB appears on hold for now, with almost no chance of a 
hike. ..the economy is slowing, while wage gains are contained, with even 
inflation settling back in April, following the surprising March increase. ..and 
while recent rising oil prices prompts us to postpone our forecast for the first 
cut from 3Q to 4Q, we stress: the next rate move is down — not up." 

Global Strategy 

"After Peru and Brazil each surprised the market, by reaching investment-grade 
status in the month of April, investors are now asking "Who's Next?". ..we 
believe Colombia will be upgraded next - but not so soon. ..furthermore, while 
historically equity markets rise in anticipation of achieving investment grade, 

we do not believe this is a reason to buy Colombia now. ..valuations, for 
starters, are expensive. ..we'd also like to see more concrete signs that capital 
controls will be lowered and, ideally, removed. ..what's more, the latest fund 
data suggest equity investors are already overweight Colombia. ..so we remain 
underweight Colombia. ..preferring to overweight Mexico instead." 

Energy 

"A gloomy prognosis for oil price Bears as: 1) absent a material correction in 
Chinese GDP growth, the pace of energy demand growth looks set to remain 
robust: IEA data shows March oil demand down 2.8% year over year in the 
developed world, but non-OECD demand still motoring ahead. ..2) within the 
mix oil demand growth looks unlikely to be materially squeezed by alternative 
energy sources. ..and 3) as broader inflationary concerns grow, the appetite for 
reform of distorting price controls and low consumption taxes seems to have 
evaporated. ..for equities, a run-through of the current spot macro to year-end 
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Vale: Four Emerging Problems - 
Short-Term Weakness Possible 

May 23, 2008 
Alex Hacking 



More 



China Cement: Cementing Our Positive 
View 

May 19, 2008 
Thomas Wrigglesworth 



Hot Topics in the Spirits World 

May 23, 2008 
Philip Morrisey 



Macquarie Group Ltd. — Solid Result; 
Cut to Hold on a Good Run 

May 20, 2008 
Mike Younger 



would drive a 16% upgrade to sector earnings, after the 15% upgrade already 
seen year to date." 

Materials 

"Vale/CVRD: more short-term weakness possible, due to: 1) declining nickel 
prices, now down 19% in May to below $ll/lb; 2) iron ore production suffering 
from heavy rain in Carajas; 3) freight now at $100/ton from Brazil to China, 

upside that could jeopardize Vale's '09 price negotiations; and, 4) China's 
attempts to force iron ore de-stocking at its ports. ..longer term, however, as the 
fundamental picture remains positive, we remain buyers of Vale." 

Industrials 

"We are bullish on China cement pricing, reflecting strong demand, we see 
growing at a CAGR of 10.7% over 2008-10. ..cement growth potential that 
could exceed 25% per year once we account for phasing-out efforts and new 
dry process cement. ..still, recognizing location determines cement pricing, 
costs and, more importantly, profit margins in China, we are upgrading Anhui 
Conch from Sell to Buy. ..given it has six well-located greenfield projects to start 
soon — in regions where pricing is relatively high; water, mining resources and 
energy are easily available; and local governments offer incentives. ..vs. China 
National Building Material, which we downgrade from Hold to Sell. ..to reflect 
stretched financing and South Cement's thin margins." 

Consumer Staples 

"U.S. spirits: safe as houses?. ..to be sure, evidence from 1991 suggests that 
spirits volumes remain resilient — even in recession. ..buoyed by favorable 
demographic trends, changing consumer attitudes toward 'hard liquor' 
including the growth in demand for cocktails, and spirits' raised share of 
alcohol advertising spend. ..looking ahead, however, risks appear to us biased 
to the downside. ..with evidence the weaker U.S. economy has impacted spirits 
(albeit only slightly so far): recent data suggests spirits industry sales growth of 
about 6% could slow to about 3% over coming quarters. ..furthermore, as our 
sensitivity analysis suggests a negative impact on earnings, albeit with Pernod 
more sensitive than Diageo, we are lowering estimates. ..cutting our target 
prices. ..and adding to our existing Hold on Diageo, with the downgrading of 
Pernod from Buy'. 

Financials 

"Macquarie posted a strong FY08 result, given the environment, and we note 
that guidance wasn't as gloomy as expected. ..so the group appears to have 
begun FY09 in better shape. ..with the continued strength in Asia Pacific equity 
and derivative markets, as well as some early large M&A mandates. ..even so, 
given the more cautious market environment in FY09 (ending March), and 
limited upside, even on our raised forecasts and target price (+2%, to 
A$69.94), we are downgrading Macquarie from Buy to Hold." 

Companies mentioned in this article: Anhui Conch Cement Co. Ltd. (0914.HK; HK$68.50 ; 1M), China National 
Building Materials & Equipment Import & Export Corp. (3323.HK; HK$17.50 ; 3L), Diageo Pic (DGE.L; £9.79; 
2L), Macquarie Group Ltd. (MQG.AX; A$55.90 ; 2H), Pernod Ricard SA (PERP.PA; €72.19; 2L), Vale (RIO.N; 
US$39.64; 1M) 
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Analyst Certification 

Each research analyst(s) principally responsible for the preparation and content of all or any identified portion of this research report hereby certifies that, with 
respect to each issuer or security or any identified portion of the report with respect to an issuer or security that the research analyst covers in this research 
report, all of the views expressed in this research report accurately reflect their personal views about those issuer(s) or securities. Each research analyst(s) also 
certify that no part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research 
analyst in this research report. 

IMPORTANT DISCLOSURES 

Morgan Stanley Capital International he's ("MSCI") MSCI Standard Index Series section of the MSCI Web Site contains documents regarding the MSCI 
Standard Index Series (collectively, along with any other information on this MSCI Standard Index Series section of the MSCI Web Site, "MSCI Standard Index 
Series Materials"). The MSCI Standard Index Series Materials have been prepared solely for informational purposes. None of the MSCI Standard Index Series 
Materials are a recommendation to participate in any particular trading strategy and none may be relied on as such. The user of the information contained in 
the MSCI Standard Index Series Materials assumes the entire risk of any use made of the information provided therein. 
Neither MSCI, its affiliates, nor any other party involved in making or compiling any of MSCI's indices, makes any express or implied warranties or 
representations with respect to the information contained in the MSCI Standard Index Series Materials (or the results to be obtained by the use thereof), and 
MSCI, its affiliates, and any other party involved in making or compiling any of MSCI's indices, hereby expressly disclaims all warranties of originality, 
accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in 
no event shall MSCI, its affiliates, or any other party involved in making or compiling any of MSCI's indices, have any liability relating to the MSCI Standard 
Index Series Materials for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility 
of such damages. 

The MSCI Standard Index Series Materials may not be reproduced or redisseminated in any form without prior written permission from MSCI. You may not use 
or permit use of any information in the MSCI Standard Index Series Materials to verify or correct data in any compilation of data or index. Also, you may not use 
or permit anyone else to use any information in the MSCI Standard Index Series Materials in connection with the writing, trading, marketing or promotion of 
any financial instruments or products or to create any indices (custom or otherwise). 



Customers of the Firm in the United States can receive independent third-party research on the company or companies covered in this report, at no cost to them, where 
such research is available. Customers can access this independent research at http://www.smithbarney.com (for retail clients) or http://www.citigroupgeo.com (for 
institutional clients) or can call (866) 836-9542 to request a copy of this research. 

A member of Jonathan Rosenzweig's team holds a long position in the shares of Cisco Systems Inc and Intel Corporation. 
A director of Citi serves as a director and officer of Time Warner Inc. 

Citigroup Global Markets Inc. is acting as a financial advisor to Time Warner Inc. on the divestiture of Tegic Communications Inc., a wholly owned subsidiary of Time 
Warnertafs AOL LLC, to Nuance Communications Inc. 

Citigroup Global Markets Inc. is serving as a lead financial adviser to Time Warner in the separation from Time Warner Cable Inc. 

A director of Citi serves as a director of Calpine Corp. 

A director of Citi serves as a director of Halliburton Company. 



A director of Citi serves as a director of Raytheon Company. 



An employee of Citigroup Global Markets Inc or its affiliates is a director of IHS Inc. 
A director of Citi serves as a director of IHS Inc. 



An officer of Citi is a director of Consolidated Edison Inc. 



Citi is advising ProLogis (PLD.N) regarding their proposed acquisition of Macquarie ProLogis Trust (MPR.AX). 



Citigroup Global Markets Australia Pty Ltd is acting as Joint Lead Manager of the Macquarie Group Limited (MQG.AX) convertible preference security offer. 
Citigroup Global Markets Inc. is acting as a financial advisor to Blackrock Inc. in its proposed acquisition of Quellos Group LLC. 



Citigroup Global Markets Inc. is acting as a financial advisor to Saudi Basic Industries Corp. 



Citigroup Global Markets Inc. is acting as financial advisor to EDO Corporation in its proposed purchase by ITT Corporation. 
Citigroup Global Markets Inc., is an advisor to Maimed, Inc., in its proposed acquisition by Value Click Inc. 
The Chairman and Chief Executive Officer of International Paper serves as a director on Citi ' s International Advisory Board. 
The Chairman of Citi serves as a Non-Executive Director of McGraw-Hill Inc. 

Citigroup Global Markets Inc. or its affiliates beneficially owns 1% or more of any class of common equity securities of AbitibiBowater Inc, American Axle & Manufacturing, 
Inc., Apple Inc, ConAgra Foods, Cynosure Inc, Equinix, Inc., Ford, Freeport-McMoRan Copper & Gold Inc., General Motors, Halliburton Company, Hologic Inc, International 
Game Technology, Johnson Controls Inc., KLA-Tencor Corp., Marriott International Inc., Merrill Lynch & Co., News Corp, NRG Energy, Incorporated, Roper Industries Inc, Saks 
Incorporated, Seaspan Corp, Texas Instruments, United Therapeutics Corp, Urban Outfitters Inc., Vale and WebMD Corp. This position reflects information available as of 
the prior business day. 

Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Alexandria Real Estate 
Equities, Amphenol, Avon Products, BlackRock, Inc, China National Building Material, Consolidated Edison Inc, Cooper Industries, Covidien Ltd, Diageo, Ecolab, Edison 
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International, Equinix, Inc., Exelon Corp., FirstEnergy Corporation, Ford, Forest Oil Corporation, General Electric, General Motors, Honeywell International, International 
Business Machines, Johnson & Johnson, Kohl's Corporation, Marathon Oil Corp., Marriott International Inc., McGraw-Hill Inc, Merrill Lynch & Co., Metlife, Monsanto, Morgan 
Stanley, NuStar Energy, L.P., Praxair, ProLogis, Rockwell Automation, Rohm and Haas, Seaspan Corp, Simon Property Group, SPX Corporation, Tenneco Inc, Textron, United 
Parcel Service Inc, Vale, Verizon Communications Inc. and WellPoint, Inc. 

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past J2 months from AbitibiBowater Inc, 
Acadia Realty Trust, Alberto-Culver Co, Alexandria Real Estate Equities, Allergan Inc, Allstate Corporation, Amphenol, Aon Corporation, Apple Inc, Arch Capital Group Ltd., 
Avalon Bay Communities, Avon Products, BlackRock, Inc, Blockbuster Inc, Camden Property Trust, Cisco Systems Inc, CNET Networks Inc, ConAgra Foods, Consolidated 
Edison Inc, Cooper Industries, Covidien Ltd, Danaher Corp., Developers Diversified, Diageo, Dynegy Incorporated, Eastman Chemical, Ecolab, Edison International, Embarq 
Corporation, Equinix, Inc., Exelon Corp., FirstEnergy Corporation, Fiserv, Inc., Ford, Forest Oil Corporation, Freeport-McMoRan Copper & Gold Inc., Gamestop Corp, Gaylord 
Entertainment, General Electric, General Growth Properties, General Motors, Gilead Sciences, Halliburton Company, Health Net Inc, Hologic Inc, Honeywell International, IHS, 
Inc., Intel Corporation, International Business Machines, International Paper, ITT Corp., JC Penney Co Inc, Johnson & Johnson, KLA-Tencor Corp., Kohl's Corporation, Lear 
Corporation, Lubrizol Corporation, Macquarie Group Limited, Magna International Inc, Marathon Oil Corp., Marriott International Inc., McGraw-Hill Inc, Mentor Graphics 
Corp, Merrill Lynch & Co., Metlife, Monsanto, Morgan Stanley, Nalco Holding, National Financial Partners Corp, News Corp, Nike Inc, NRG Energy, Incorporated, NuStar 
Energy, L.P., Occidental Petroleum Corp., Office Depot Inc, ON Semiconductor Corporation, PG&E Corporation, Pioneer Natural Resources, PPG Industries, Praxair, Principal 
Financial Group, Inc., ProLogis, Raytheon Company, Reliant Energy, Incorporated, Rockwell Automation, Rohm and Haas, Saks Incorporated, Schneider Electric, Seaspan 
Corp, Sempra Energy, Sherwin-Williams Co, Simon Property Group, SPX Corporation, Staples Inc, Tenneco Inc, Texas Instruments, Textron, The Charles Schwab Corporation, 
Time Warner Inc, Time Warner Telecom Inc, United Parcel Service Inc, United Therapeutics Corp, Vale, Valeant Pharmaceuticals, ValueClick Inc, Varian Medical Systems Inc, 
Verizon Communications Inc., Waste Connections Inc., WebMD Corp, WellPoint, Inc. and Wisconsin Energy Corp. 

Citigroup Global Markets Inc. or its affiliates expects to receive or intends to seek, within the next three months, compensation for investment banking services from 
AbitibiBowater Inc, Ameren Corporation, Amphenol, Aon Corporation, BlackRock, Inc, FirstEnergy Corporation, General Electric, General Motors, Halliburton Company, ITT 
Corp., Johnson & Johnson, Johnson Controls Inc., Macquarie Group Limited, News Corp, NRG Energy, Incorporated, NuStar Energy, LP., Principal Financial Group, Inc., 
ProLogis, Sempra Energy, Sherwin-Williams Co, Simon Property Group, Time Warner Inc, United Parcel Service Inc, Verizon Communications Inc. and WellPoint, Inc. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from AbitibiBowater Inc, Acadia 
Realty Trust, Air Products & Chemicals Inc., Albemarle Corp, Alberto-Culver Co, Alexandria Real Estate Equities, Allergan Inc, Allstate Corporation, Alstom, Ameren 
Corporation, Amphenol, Anhui Conch Cement, Aon Corporation, Apartment Investment & Management Co., Apple Inc, Arch Capital Group Ltd., Avon Products, BlackRock, 
Inc, Blockbuster Inc, BorgWarner, Inc., Boston Properties, Calpine Corp., Camden Property Trust, Celgene, Cisco Systems Inc, CME Group Inc, CNET Networks Inc, Colonial 
Properties, ConAgra Foods, Consolidated Edison Inc, Cooper Industries, Covidien Ltd, CVS Caremark Corp, Danaher Corp., Developers Diversified, Diageo, Dynegy 
Incorporated, Eastman Chemical, Ecolab, Edison International, Embarq Corporation, Emerson, Equinix, Inc., Exelon Corp., Expedia Inc, FirstEnergy Corporation, Fiserv, Inc., 
Ford, Forest Oil Corporation, Freeport-McMoRan Copper & Gold Inc., Frontline LTD, Gamestop Corp, Gaylord Entertainment, General Electric, General Growth Properties, 
General Motors, Gilead Sciences, Halliburton Company, Health Net Inc, Hologic Inc, Home Depot, Inc., Home Properties, Honeywell International, IHS, Inc., Intel Corporation, 
International Business Machines, International Game Technology, International Paper, ITT Corp., JC Penney Co Inc, Johnson & Johnson, Johnson Controls Inc., KLA-Tencor 
Corp., Kohl's Corporation, Lear Corporation, Lubrizol Corporation, Macquarie Group Limited, Magna International Inc, Marathon Oil Corp., Marriott International Inc., 
McGraw-Hill Inc, Mediacom Communications Corporation, Mentor Graphics Corp, Merrill Lynch & Co., Metlife, Monsanto, Morgan Stanley, Nalco Holding, New York 
Community Bancorp, Inc., News Corp, Nike Inc, NRG Energy, Incorporated, NuStar Energy, L.P., Occidental Petroleum Corp., Office Depot Inc, OfficeMax Inc., Pactiv Corp, 
Pernod Ricard, PG&E Corporation, Pioneer Natural Resources, PPG Industries, Praxair, Principal Financial Group, Inc., ProLogis, Raytheon Company, Reliant Energy, 
Incorporated, Rockwell Automation, Rohm and Haas, Roper Industries Inc, Schneider Electric, Seaspan Corp, Sempra Energy, Sherwin-Williams Co, Simon Property Group, 
SPX Corporation, Staples Inc, Tenneco Inc, Texas Instruments, Textron, The Charles Schwab Corporation, The Valspar Corporation, Time Warner Inc, Time Warner Telecom 
Inc, United Parcel Service Inc, United Therapeutics Corp, Urban Outfitters Inc., Vale, Valeant Pharmaceuticals, ValueClick Inc, Varian Medical Systems Inc, Verizon 
Communications Inc., Waste Connections Inc., WebMD Corp, WellPoint, Inc. and Wisconsin Energy Corp in the past 12 months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as investment banking client(s): AbitibiBowater Inc, Acadia 
Realty Trust, Alberto-Culver Co, Alexandria Real Estate Equities, Allergan Inc, Allstate Corporation, Ameren Corporation, Amphenol, Aon Corporation, Apple Inc, Arch Capital 
Group Ltd., Avalon Bay Communities, Avon Products, BlackRock, Inc, Blockbuster Inc, Camden Property Trust, Celgene, Cisco Systems Inc, CME Group Inc, CNET Networks 
Inc, ConAgra Foods, Consolidated Edison Inc, Cooper Industries, Covidien Ltd, Danaher Corp., Developers Diversified, Diageo, Dynegy Incorporated, Eastman Chemical, 
Ecolab, Edison International, Embarq Corporation, Equinix, Inc., Exelon Corp., FirstEnergy Corporation, Fiserv, Inc., Ford, Forest Oil Corporation, Freeport-McMoRan Copper & 
Gold Inc., Gamestop Corp, Gaylord Entertainment, General Electric, General Growth Properties, General Motors, Gilead Sciences, Halliburton Company, Health Net Inc, 
Hologic Inc, Honeywell International, IHS, Inc., Intel Corporation, International Business Machines, International Paper, ITT Corp., JC Penney Co Inc, Johnson & Johnson, 
Johnson Controls Inc., KLA-Tencor Corp., Kohl's Corporation, Lear Corporation, Lubrizol Corporation, Macquarie Group Limited, Magna International Inc, Marathon Oil Corp., 
Marriott International Inc., McGraw-Hill Inc, Mentor Graphics Corp, Merrill Lynch & Co., Metlife, Monsanto, Morgan Stanley, Nalco Holding, National Financial Partners Corp, 
News Corp, Nike Inc, NRG Energy, Incorporated, NuStar Energy, L.P., Occidental Petroleum Corp., Office Depot Inc, ON Semiconductor Corporation, PG&E Corporation, Pioneer 
Natural Resources, PPG Industries, Praxair, Principal Financial Group, Inc., ProLogis, Raytheon Company, Reliant Energy, Incorporated, Rockwell Automation, Rohm and 
Haas, Saks Incorporated, Schneider Electric, Seaspan Corp, Sempra Energy, Sherwin-Williams Co, Simon Property Group, SPX Corporation, Staples Inc, Tenneco Inc, Texas 
Instruments, Textron, The Charles Schwab Corporation, Time Warner Inc, Time Warner Telecom Inc, United Parcel Service Inc, United Therapeutics Corp, Vale, Valeant 
Pharmaceuticals, ValueClick Inc, Varian Medical Systems Inc, Verizon Communications Inc., Waste Connections Inc., WebMD Corp, WellPoint, Inc. and Wisconsin Energy 
Corp. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, securities-related: AbitibiBowater Inc, Acadia Realty Trust, Air Products & Chemicals Inc., Albemarle Corp, Alberto-Culver Co, Alexandria Real 
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Company, Health Net Inc, Home Depot, Inc., Home Properties, Honeywell International, IHS, Inc., Intel Corporation, International Business Machines, International Game 
Technology, International Paper, ITT Corp., JC Penney Co Inc, Johnson & Johnson, Johnson Controls Inc., KLA-Tencor Corp., Kohl's Corporation, Lear Corporation, Lubrizol 
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Nike Inc, NRG Energy, Incorporated, Occidental Petroleum Corp., Office Depot Inc, OfficeMax Inc., Pactiv Corp, Pernod Ricard, PG&E Corporation, Pioneer Natural Resources, 
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Electric, Seaspan Corp, Sempra Energy, Sherwin-Williams Co, Simon Property Group, SPX Corporation, Staples Inc, Tenneco Inc, Texas Instruments, Textron, The Charles 
Schwab Corporation, The Valspar Corporation, Time Warner Inc, Time Warner Telecom Inc, United Parcel Service Inc, United Therapeutics Corp, Vale, Valeant 
Pharmaceuticals, Varian Medical Systems Inc, Verizon Communications Inc., Waste Connections Inc., WebMD Corp, WellPoint, Inc. and Wisconsin Energy Corp. 

Citigroup Global Markets Inc. or an affiliate received compensation in the past 12 months from Air Products & Chemicals Inc., Albemarle Corp, Alexandria Real Estate 
Equities, Allergan Inc, Amphenol, BlackRock, Inc, Blockbuster Inc, Celgene, CME Group Inc, Consolidated Edison Inc, Eastman Chemical, Ecolab, FirstEnergy Corporation, 
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Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other business units, the 
Private Client Division, Institutional Sales and Trading, and Investment Banking. 

The Firm is a market maker in the publicly traded equity securities of , Apple Inc, Arch Capital Group Ltd., Celgene, Cisco Systems Inc, CNET Networks Inc, CVS Caremark 
Corp, Cynosure Inc, Equinix, Inc., Expedia Inc, Fiserv, Inc., Gilead Sciences, Hologic Inc, Intel Corporation, KLA-Tencor Corp., Mediacom Communications Corporation, Mentor 
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For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research product ("the Product"), 
please contact Citi Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the same important disclosures, 
with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at www.citigroupgeo.com. Private 
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% of companies in each rating category that are investment banking clients 


29% 


0% 


23% 



Guide to Fundamental Research Investment Ratings: 

Citi Investment Research's stock recommendations include a risk rating and an investment rating. 

Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 

Investment ratings are a function of Citi Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and 
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risk rating. 

For securities in developed markets (US, UK, Europe, Japan, and Australia/New Zealand), investment ratings are: Buy (1) (expected total return of 10% or more for Low-Risk 
stocks, 15% or more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15% 
for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return). 

For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are: Buy (1) (expected total return of 15% or 
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for 
Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 
10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or 
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management. 
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected 
performance and risk. 



Guide to Corporate Bond Research Credit Opinions and Investment Ratings: Citi Investment Research's corporate bond research issuer publications include a fundamental 
credit opinion of Improving, Stable or Deteriorating and a complementary risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding the credit risk of the 
company featured in the report. The fundamental credit opinion reflects the CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to 
securities market vagaries. The fundamental credit opinion is not geared to, but should be viewed in the context of, debt ratings issued by major public debt ratings 
companies such as Moody's Investors Service, Standard and Poor's, and Fitch Ratings. CBR risk ratings are approximately equivalent to the following matrix: Low Risk - 
Triple A to Low Double A; Low to Medium Risk - High Single A through High Triple B; Medium to High Risk - Mid Triple B through High Double B; High to Speculative Risk - 
Mid Double B and Below. The risk rating element illustrates the analyst's opinion of the relative likelihood of loss of principal when a fixed income security issued by a 
company is held to maturity, based upon both fundamental and market risk factors. Certain reports published by Citi Investment Research will also include investment 
ratings on specific issues of companies under coverage which have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of Citi 
Investment Research's expectations for total return, relative return (relative to the performance of relevant Citi bond indices), and risk rating. These investment ratings are: 
Buy/Overweight - the bond is expected to outperform the relevant Citigroup bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market); 
Hold/Neutral Weight - the bond is expected to perform in line with the relevant Citigroup bond market sector index; or Sell/Underweight - the bond is expected to 
underperform the relevant Citigroup bond market sector index. Performance data for Citi bond indices are updated monthly, are available upon request and can also be 
viewed at http://sd.ny.ssmb.com/ using the "Indexes" tab. 

Guide to Quantitative Research Investment Ratings: 

Citi Investment Research Quantitative Research World Radar Screen recommendations are based on a globally consistent framework to measure relative value and 
momentum for a large number of stocks across global developed and emerging markets. Relative value and momentum rankings are equally weighted to produce a global 
attractiveness score for each stock. The scores are then ranked and put into deciles. A stock with a decile rating of 1 denotes an attractiveness score in the top 10% of the 
universe (most attractive). A stock with a decile rating of 10 denotes an attractiveness score in the bottom 10% of the universe (least attractive). 
Citi Investment Research Quantitative Decision Tree model recommendations are based on a predetermined set of factors to rate the relative attractiveness of stocks. These 
factors are detailed in the text of the report. Each month, the Decision Tree model forecasts whether stocks are attractive or unattractive relative to other stocks in the 
same sector (based on the Russell 1000 sector classifications). 

Citi Investment Research Quantitative European Value & Momentum Screen recommendations are based on a European consistent framework to measure relative value and 
momentum for a large number of stocks across the European Market. Relative value and momentum rankings are equally weighted to produce a European attractiveness 
score for each stock. The scores are then ranked and put into deciles. A stock with a decile rating of 1 denotes an attractiveness score in the top 10% of the universe 
(most attractive). A stock with a decile rating of 10 denotes an attractiveness score in the bottom 10% of the universe (least attractive). 

Citi Investment Research Asia Quantitative Radar Screen and Emerging Markets Radar Screen model recommendations are based on a regionally consistent framework to 
measure relative value and momentum for a large number of stocks across regional developed and emerging markets. Relative value and momentum rankings are equally 
weighted to produce a global attractiveness score for each stock. The scores are then ranked and put into quintiles. A stock with a quintile rating of 1 denotes an 
attractiveness score in the top 20% of the universe (most attractive). A stock with a quintile rating of 5 denotes an attractiveness score in the bottom 20% of the universe 
(least attractive). 

Citi Investment Research Quantitative Australian Stock Selection Screen rankings are based on a consistent framework to measure relative value and earnings momentum 
for a large number of stocks across the Australian market. Relative value and earnings momentum rankings are weighted to produce a rank within a relevant universe for 
each stock. The rankings are then put into deciles. A stock with a decile rating of 1 denotes an attractiveness score in the top 10% of the universe (most attractive). A 
stock with a decile rating of 10 denotes an attractiveness score in the bottom 10% of the universe (least attractive). 

Citi Investment Research Quantitative Research Australian Scoring Stocks model recommendations are based on a predetermined set of factors to rate the relative 
attractiveness of stocks. These factors are detailed in the text of the report. Each month, the Australian Scoring Stocks model calculates whether stocks are attractive or 
unattractive relative to other stocks in the same universe(the S&P/ASX 100) and records the 5 most attractive buys and 5 most attractive sells on the basis of the criteria 
described in the report. 

For purposes of NASD/NYSE ratings-distribution-disclosure rules, a Citi Investment Research Quantitative World Radar Screen and European Value & Momentum Screen 
recommendation of (1), (2) or (3) most closely corresponds to a buy recommendation; a recommendation from this product group of (4), (5), (6) or (7) most closely 
corresponds to a hold recommendation; and a recommendation of (8), (9) or (10) most closely corresponds to a sell recommendation. 

For purposes of NASD/NYSE ratings distribution disclosure rules, a Citi Investment Research Asia Quantitative Radar Screen or Quantitative Emerging Markets Radar 
Screen recommendation of (1) most closely corresponds to a buy recommendation; a Citi Investment Research Asia Quantitative Radar Screen or Quantitative Emerging 
Markets Radar Screen recommendation of (2), (3), (4) most closely corresponds to a hold recommendation; and a recommendation of (5) most closely corresponds to a sell 
recommendation. 

For purposes of NASD/NYSE ratings-distribution-disclosure rules, a Citi Investment Research Quantitative Research Decision Tree model recommendation of "attractive" 
most closely corresponds to a buy recommendation. All other stocks in the sector are considered to be "unattractive" which most closely corresponds to a sell 
recommendation. 

Recommendations are based on the relative attractiveness of a stock, they can not be directly equated to buy, hold and sell categories. Accordingly, your decision to buy or 
sell a security should be based on your personal investment objectives and only after evaluating the stock's expected relative performance. 

For purposes of NASD/NYSE ratings-distribution-disclosure rules, a Citi Investment Research Quantitative Australian Stock Selection Screen model ranking in the top third 
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of the universe most closely corresponds, subject to market conditions, to a buy recommendation. A ranking in the bottom third of the universe, subject to market 
conditions, most closely corresponds to a sell recommendation. All other stocks in the universe correspond to a hold recommendation. However, because Citi Investment 
Research Quantitative Australian Stock Selection Screen model rankings are based on the relative attractiveness of a stock as compared to other stocks in the same 
universe, they can not be directly equated to buy, hold and sell categories. Accordingly, your decision to buy or sell a security should be based on your personal investment 
objectives and only after evaluating the stock's expected absolute performance. 

For purposes of NASD/NYSE ratings-distribution-disclosure rules, membership of the Citi Investment Research Quantitative Australian Scoring Stocks Model buy portfolio 
most closely corresponds to a buy recommendation; membership of the Citi Investment Research Quantitative Australian Scoring Stocks Model sell portfolio most closely 
corresponds to a sell recommendation. However, because Citi Investment Research Quantitative Australian Scoring Stocks Model recommendations are based on the 
relative attractiveness of a stock, they can not be directly equated to buy, hold and sell categories. Accordingly, your decision to buy or sell a security should be based on 
your personal investment objectives and only after evaluating the stock's expected absolute performance. 

OTHER DISCLOSURES 

Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to AbitibiBowater Inc, Alberto-Culver Co, Alexandria Real Estate Equities, 
Allergan Inc, Allstate Corporation, Alstom, American Axle & Manufacturing, Inc., Aon Corporation, Arch Capital Group Ltd., Avon Products, BlackRock, Inc, BorgWarner, Inc., 
Boston Properties, Celanese Corp, Cisco Systems Inc, CME Group Inc, ConAgra Foods, Consolidated Edison Inc, Cooper Industries, Covidien Ltd, CVS Caremark Corp, 
Danaher Corp., Dynegy Incorporated, Eastman Chemical, Ecolab, Edison International, Embarq Corporation, Emerson, Equinix, Inc., Equity Residential, Exelon Corp., 
FirstEnergy Corporation, Ford, Forest Oil Corporation, Frontline LTD, Gamestop Corp, General Electric, General Growth Properties, General Motors, Gilead Sciences, 
Halliburton Company, Health Net Inc, Hologic Inc, Home Depot, Inc., Honeywell International, IHS, Inc., Intel Corporation, International Business Machines, International 
Paper, ITT Corp., JC Penney Co Inc, Johnson & Johnson, Johnson Controls Inc., Kohl's Corporation, Lubrizol Corporation, Macquarie Group Limited, Magna International Inc, 
Marathon Oil Corp., Marriott International Inc., McGraw-Hill Inc, Mediacom Communications Corporation, Merrill Lynch & Co., Metlife, Morgan Stanley, Nalco Holding, News 
Corp, Nike Inc, NRG Energy, Incorporated, Occidental Petroleum Corp., Office Depot Inc, Pactiv Corp, Pernod Ricard, PG&E Corporation, Pioneer Natural Resources, PPG 
Industries, Praxair, Principal Financial Group, Inc., ProLogis, Raytheon Company, Rockwell Automation, Rohm and Haas, Roper Industries Inc, Saks Incorporated, Schneider 
Electric, Seaspan Corp, Sempra Energy, Sherwin-Williams Co, Simon Property Group, SPX Corporation, Staples Inc, Texas Instruments, Textron, The Charles Schwab 
Corporation, Time Warner Inc, United Parcel Service Inc, Vale, Verizon Communications Inc., WellPoint, Inc. and Wisconsin Energy Corp. (For an explanation of the 
determination of significant financial interest, please refer to the policy for managing conflicts of interest which can be found at www.citigroupgeo.com.) 

Citigroup Global Markets Inc. or its affiliates beneficially owns 2% or more of any class of common equity securities of AbitibiBowater Inc, American Axle & Manufacturing, 
Inc., Freeport-McMoRan Copper & Gold Inc., Merrill Lynch & Co., News Corp, Seaspan Corp and United Therapeutics Corp. 

Citigroup Global Markets Inc. or its affiliates beneficially owns 5% or more of any class of common equity securities of Saks Incorporated. 

Citigroup Global Markets Inc. or its affiliates beneficially owns 10% or more of any class of common equity securities of Apple Inc and Halliburton Company. 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as 
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the 
Product. The Firm regularly trades in the securities of the subject company(ies) discussed in the Product. The Firm may engage in securities transactions in a manner 
inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any 
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although 
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and 
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures 
section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to, 
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies. However, it should 
be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and 
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without 
notice. Prices and availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the 
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Investment Research does not set a 
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Investment Research to provide research coverage of 
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for 
informational purposes only and is not intended as an offeror solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the 
Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U. S. securities, including ADRs, may entail certain risks. The securities of non-U. S. issuers may not be registered with, nor be subject to the reporting 
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not 
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and 
their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in 
a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed 
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited in 
certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Smith Barney clients can ask their Financial Advisor for additional 
details. Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the 
Product may be placed only through Citigroup Global Markets Inc. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by. The Product is made 
available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992) and to retail clients through Citi 
Smith Barney Pty Ltd. (ABN 19 009 145 555 and AFSL No. 240813), Participants of the ASX Group and regulated by the Australian Securities & Investments Commission. 
Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 
004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and 
relationship managers. If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private 
Bank in Australia. Citigroup companies may compensate affiliates and their representatives for providing products and services to clients. The Product is made available 
in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissao de Valores Mobiliarios, BACEN - Brazilian Central Bank, APIMEC - 
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Associagao Associagao dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associagao Nacional dos Bancos de Investimento. Av. Paulista, 
1111 - 11° andar- CEP. 01311920 - Sao Paulo - SP. If the Product is being made available in certain provinces of Canada by Citigroup Global Markets (Canada) Inc. 
("CGM Canada"), CGM Canada has approved the Product. Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 2M3. The Product is made available in 
France by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. 1-5 Rue Paul Cezanne, 8eme, Paris, France. The Product 
may not be distributed to private clients in Germany. The Product is distributed in Germany by Citigroup Global Markets Deutschland AG & Co. KGaA, which is regulated by 
Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). Frankfurt am Main, Reuterweg 16, 60323 Frankfurt am Main. If the Product is made available in Hong Kong by, 
or on behalf of, Citigroup Global Markets Asia Ltd., it is attributable to Citigroup Global Markets Asia Ltd., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. 
Citigroup Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Product is made available in Hong Kong by The Citigroup Private 
Bank to its clients, it is attributable to Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. The Citigroup Private Bank and Citibank N.A. is regulated 
by the Hong Kong Monetary Authority. The Product is made available in India by Citigroup Global Markets India Private Limited, which is regulated by Securities and 
Exchange Board of India. Bakhtawar, Nariman Point, Mumbai 400-021. The Product is made available in Indonesia through PT Citigroup Securities Indonesia. 5/F, 
Citibank Tower, Bapindo Plaza, Jl, Jend. Sudirman Kav. 54-55, Jakarta 12190. Neither this Product nor any copy hereof may be distributed in Indonesia or to any Indonesian 
citizens wherever they are domiciled or to Indonesian residents except in compliance with applicable capital market laws and regulations. This Product is not an offer of 
securities in Indonesia. The securities referred to in this Product have not been registered with the Capital Market and Financial Institutions Supervisory Agency 
(BAPEPAM-LK) pursuant to relevant capital market laws and regulations, and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian 
citizens through a public offering or in circumstances which constitute an offer within the meaning of the Indonesian capital market laws and regulations. The Product is 
made available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. Foro Buonaparte 16, Milan, 20121, Italy. If 
the Product was prepared by Citi Investment Research and distributed in Japan by Nikko Citigroup Limited ("NCL"), it is being so distributed under license. If the Product 
was prepared by NCL and distributed by Nikko Cordial Securities Inc. or Citigroup Global Markets Inc. it is being so distributed under license. NCL is regulated by Financial 
Services Agency, Securities and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. 
Shin-Marunouchi Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. In the event that an error is found in an NCL research report, a revised version will be 
posted on Citi Investment Research's Global Equities Online (GEO) website. If you have questions regarding GEO, please call (81 3) 6270-3019 for help. The Product is 
made available in Korea by Citigroup Global Markets Korea Securities Ltd., which is regulated by Financial Supervisory Commission and the Financial Supervisory Service. 
Hungkuk Life Insurance Building, 226 Shinmunno 1-GA, Jongno-Gu, Seoul, 110-061. The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn 
Bhd, which is regulated by Malaysia Securities Commission. Menara Citibank, 165 Jalan Ampang, Kuala Lumpur, 50450. The Product is made available in Mexico by 
Acciones y Valores Banamex, S.A. De C. V., Casa de Bolsa, which is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F. In 
New Zealand the Product is made available through Citigroup Global Markets New Zealand Ltd. (Company Number 604457), a Participant of the New Zealand Exchange 
Limited and regulated by the New Zealand Securities Commission. Level 19, Mobile on the Park, 157 Lambton Quay, Wellington. The Product is made available in Pakistan 
by Citibank N.A. Pakistan branch, which is regulated by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. 
Box 4889, Karachi-74200. The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by 
Komisja Papierow Wartosciowych i Gield. Bank Handlowy w Warszawie S.A. ul. Senatorska 16, 00-923 Warszawa. The Product is made available in the Russian Federation 
through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance with the general banking license issued by the Central Bank 
of the Russian Federation and brokerage activities in accordance with the license issued by the Federal Service for Financial Markets. Neither the Product nor any 
information contained in the Product shall be considered as advertising the securities mentioned in this report within the territory of the Russian Federation or outside the 
Russian Federation. The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as 
amended) On Appraisal Activities in the Russian Federation. 8-10 Gasheka Street, 125047 Moscow. The Product is made available in Singapore through Citigroup Global 
Markets Singapore Pte. Ltd., a Capital Markets Services Licence holder, and regulated by Monetary Authority of Singapore. 1 Temasek Avenue, #39-02 Millenia Tower, 
Singapore 039192. The Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A., Singapore branch, a licensed bank in Singapore that 
is regulated by Monetary Authority of Singapore. Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 
2000/025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities Exchange 
South Africa, South African Reserve Bank and the Financial Services Board. The investments and services contained herein are not available to private customers in South 
Africa. The Product is made available in Spain by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. 29 Jose Ortega Y 
Gassef, 4th Floor, Madrid, 28006, Spain. The Product is made available in Taiwan through Citigroup Global Markets Inc. (Taipei Branch), which is regulated by Securities & 
Futures Bureau. No portion of the report may be reproduced or quoted in Taiwan by the press or any other person. No. 8 Manhattan Building, Hsin Yi Road, Section 5, Taipei 
100, Taiwan. The Product is made available in Thailand through Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and Exchange Commission of 
Thailand. 18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500, Thailand. The Product is made available in Turkey through Citibank AS which is 
regulated by Capital Markets Board. Tekfen Tower, Eski Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey. The Product is made available in U.A.E. by 
Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. DIFC, Bldg 2, Level 7, PO Box 506560, Dubai, UAE. The Product is 
made available in United Kingdom by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. This material may relate to 
investments or services of a person outside of the UK or to other matters which are not regulated by the FSA and further details as to where this may be the case are 
available upon request in respect of this material. Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB. The Product is made available in United States by 
Citigroup Global Markets Inc, which is regulated by NASD, NYSE and the US Securities and Exchange Commission. 388 Greenwich Street, New York, NY 10013. Unless 
specified to the contrary, within EU Member States, the Product is made available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority. 
Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of publication or 
distribution of investment research. The policy applicable to Citi Investment Research's Products can be found at www.citigroupgeo.com. Compensation of equity research 
analysts is determined by equity research management and Citigroup's senior management and is not linked to specific transactions or recommendations. The Product 
may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers. The Product is not to be construed as providing 
investment services in any jurisdiction where the provision of such services would not be permitted. Subject to the nature and contents of the Product, the investments 
described therein are subject to fluctuations in price and/or value and investors may get back less than originally invested. Certain high-volatility investments can be 
subject to sudden and large falls in value that could equal or exceed the amount invested. Certain investments contained in the Product may have tax implications for 
private customers whereby levels and basis of taxation may be subject to change. If in doubt, investors should seek advice from a tax adviser. The Product does not purport 
to identify the nature of the specific market or other risks associated with a particular transaction. Advice in the Product is general and should not be construed as 
personal advice given it has been prepared without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, 
before acting on the advice, consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial 
product, it is the client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the 
product. 



54 Citigroup Global Markets | Equity Research 



US Portfolio Strategist 

29 May 2008 



© 2008 Citigroup Global Markets Inc. (© Nikko Citigroup Limited, if this Product was prepared by it). Citi Investment Research is a division and service mark of Citigroup 
Global Markets Inc. and its affiliates and is used and registered throughout the world. Citi and Citi with Arc Design are trademarks and service marks of Citigroup Inc and 
its affiliates and are used and registered throughout the world. Nikko is a registered trademark of Nikko Cordial Corporation. All rights reserved. Any unauthorized use, 
duplication, redistribution or disclosure is prohibited by law and will result in prosecution. Where included in this report, MSCI sourced information is the exclusive property 
of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information and any other MSCI intellectual property may not be 
reproduced, redisseminated or used to create any financial products, including any indices. This information is provided on an "as is" basis. The user assumes the entire 
risk of any use made of this information. MSCI, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim 
all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the 
foregoing, in no event shall MSCI, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages 
of any kind. MSCI, Morgan Stanley Capital International and the MSCI indexes are services marks of MSCI and its affiliates. The information contained in the Product is 
intended solely for the recipient and may not be further distributed by the recipient. The Firm accepts no liability whatsoever for the actions of third parties. The Product 
may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm, the Firm has not reviewed 
the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no responsibility for, and makes no representations 
or warranties whatsoever as to, the data and information contained therein. Such address or hyperlink (including addresses or hyperlinks to website material of the Firm) 
is provided solely for your convenience and information and the content of the linked site does not in anyway form part of this document. Accessing such website or 
following such link through the Product or the website of the Firm shall be at your own risk and the Firm shall have no liability arising out of, or in connection with, any such 
referenced website. 

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST 
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Jonathan Rosenzweig — Director of Research Americas 

jonathan.rosenzweig@citi.com 212-816-3284 

Jon V. Rogers — Deputy Director of Research Americas 

jon.v.rogers@citi.com 212-816-5274 



Macro & Other 



Chief U.S. Equity Strategist 

Tobias M. Levkovich 
Chief Global Equity Strategist 

Robert Buckland 
Quantitative Research 

Keith L. Miller 

Jonathan Barden 

John G. Rowe 

Aline Sun 
Options Strategy 

Mitchell S. Revsine 
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Dennis P. Emanuel 

Frank Sileo, CFA 

Kathy A.Jones 

Economic & Market Analysis 

Steven Wieting 
Data Services 

Javier Guardo, CFA 



212-816-1623 

44-20-7986-3947 

212-816-2285 
212-816-6033 
212-816-6054 
212-816-7083 

212-816-6485 

212-816-3356 
212-816-5041 
212-816-6008 

212-816-7148 

212-816-4683 



Small & Mid-Cap Research 

Small & Mid-Cap Strategist 

Lori E. Calvasina 212-816-6499 

Biotechnology 

Lucy Lu, MD 212-816-1441 
Electronic Payments & Information Services 

Tony Wible, CFA 212-816-3732 
Insurance — Life 

Keith F.Walsh 212-816-5452 
Insurance — Non-Life 

Joshua D. Shanker 212-816-2973 
Leisure 

Gregory R. Badishkanian 212-816-2720 
Medical Supplies & Technology 

AmitBhalla 212-816-4069 

Corporate Bond Research 



Director of Corporate Bond Research 

Cynthia Harlow 



212-816-9187 



Autos & Auto Parts 

ItayMichaeli 212-816-4557 
Banks & Brokers 

Ryan O'Connell 212-816-8669 
Basic Industries 

Richard Yu 212-816-9941 
Consumer Products, Food & Beverage, Retail 

Julie Hung Fischer 212-816-1717 
Energy & Utilities 

Denise Furey 212-816-6039 
Homebuilders 

Julie Hung Fischer 212-816-1717 
Media/Cable and Telecommunications 

David Hamburger 212-816-0442 

Product Management 



Archibald Foster 
Andrew St. Pierre 



212-816-8818 
212-816-5101 



Energy, Utilities, Industrials, Materials, Health Care, and REITs 

Kathleen Boyle, CFA — Associate Director 212-816-3608 



Energy 

Alternative / Renewable Energy 

Timothy M.Arcuri 415-951-1734 
Oil — Exploration & Production 

Gil Yang 212-816-5803 
Oils — Integrated 

Doug Leggate 212-816-3258 
Oilfield Equipment & Services 

Geoff Kieburtz 212-816-3139 

Utilities 

Electric Utilities 

Greg Gordon, CFA 212-816-2802 
Integrated Natural Gas & Gas Utilities 

Faisel Khan, CFA 212-816-2825 
Merchant Power 

Brian Chin, CPA 212-816-2861 

Industrials 

Aerospace & Defense 

George D. Shapiro 
Air Transportation 

Andrew Light 
Autos & Auto Parts 

Itay Michaeli 

Engineering & Construction 

Brian Chin, CPA 



Materials 

Chemicals 

P. J. Juvekar 
Basic Materials 

Brian Yu, CFA 
Mining & Precious Metals 

John H.Hill, CFA 415-951-1714 
Paper & Forest Products / Containers & Pkg. 



212-816-3097 



415-951-1830 



Environmental Svcs / Business Svcs & Staffing 

Leone T. Young 
Machinery 

David Raso 

Multi-Industry / Electrical Equipment 

Jeffrey T. Sprague, CFA 
Shipping and Freight Transportation 

John Kartsonas 



212-816-3421 

44-20-7986-4102 

212-816-4557 

212-816-2861 
Staffing 

212-816-1627 

212-816-6745 
203-975-5051 
212-816-6134 



Chip Dillon, CFA 
Timothy Thein, CFA 

Health Care 

Biotechnology 

Yaron Werber, MD 
Lucy Lu, MD 
Drugs 

George Grofik, CFA, CPA 
Health Care Facilities 

Gary Taylor 
Health Care Policy 

Paul Heldman 



212-816-2793 
212-816-6706 



212-816-8836 
212-816-1441 



212-816-1820 



212-816-0975 



202-879-6809 



Managed Care / Health Care Distribution / IT 



212-816-7539 



212-816-6928 
212-816-4069 



212-816-4069 



Charles Boorady 
Medical Supplies & Technology 
Matthew J. Dodds 
AmitBhalla 
Ophthalmology 
AmitBhalla 

Real Estate Investment Trusts (REITs) 

Michael Bilerman 212-816-1383 

Craig Melcher, CFA 212-816-1909 

Ambika Goel 212-816-6981 

Irwin Guzman 212-816-1685 

MLPs, GPs, & Royalty Trust Partnerships 

John K. Tysseland 212-816-1442 

Richard Roy 212-816-4870 



Consumer, Financials, Technology, Media, and Telecommunications 

Michael Artura — Associate Director 415-951-1651 



Consumer Discretionary 

Apparel / Footwear / Textiles 

Kate McShane, CFA 
Gaming & Lodging 

Joshua Attie 
Retailing — Broadlines 

Deborah L. Weinswig 
Retailing — Hardlines 

Kate McShane, CFA 
Retailing — Softlines 

Kimberly Greenberger, CFA 

Consumer Staples 

Cosmetics / Household Products 

Wendy C. Nicholson 
Food Manufacturers 

David Driscoll, CFA 
Leisure 

Gregory R. Badishkanian 

Financials 

Banks 

Keith Horowitz, CFA 
Brokers & Asset Managers 

Prashant A. Bhatia, CFA 
Insurance — Life 

Colin W. Devine, CFA, CMA 

Keith F. Walsh 
Insurance — Non-Life 

Joshua D. Shanker 
Regional Banks 

Greg Ketron 

Specialty / Mortgage REITs 

Donald Fandetti, CFA 
Specialty / Mortgage Finance 

Bradley Ball 



212-816-3537 
212-816-1533 
212-816-1860 
212-816-3537 
212-816-6409 

212-816-8216 
212-816-0440 
212-816-2720 

212-816-3033 

212-816-1815 

212-816-1682 
212-816-5452 

212-816-2973 

212-816-0502 

212-816-2971 

212-816-3593 



Technology 

Computer Services and IT Consulting 

Patrick M. Burton, CFA 212-816-3469 
Ashwin Shirvaikar, CFA 212-816-0822 
Data Networking & Storage Infrastructure 
Paul Mansky 415-951-1668 
Electronics Manufacturing Services 
Jim Suva, CPA 415-951-1703 
Electronic Payments & Entertainment Services 



Tony Wible, CFA 
Imaging & Visual Media 

Matthew Troy 

PCs / Server & Enterprise Hardware 

Richard Gardner 
Semiconductors 

Glen S.P. Yeung 
Semiconductors — Specialty 

Craig A. Ellis 

Semiconductor Equipment 

Timothy M.Arcuri 
Software 
Brent Thill 

Media 

Broadcasting 

Tony Wible, CFA 

Cable, Satellite, and Entertainment 

Jason B. Bazinet 
Internet 

MarkS. Mahaney 
Publishing & Advertising 

Catriona Fallon 

Telecommunications 

Wireless & Wireline Services 

Michael I. Rollins, CFA 
Erin E. Schmitz, CFA 



212-816-3732 
212-816-9051 



415-951-1669 



415-951-1885 



415-951-1887 



415-951-1734 
415-951-1770 



212-816-3732 



212-816-6395 



415-951-1744 



415-951-1756 



212-816-1116 
212-816-0086 
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